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THE REVENUE SYSTEM OF KENTUCKY: 
A STUDY IN STATE FINANCE 

SUMMARY 

I. The general property tax under the existing system, 142. — Fran- 
chise taxes, 146. — Taxes on banks and domestic life insurance companies, 
147. — Tax on distilled spirits, 143. — Other taxes, 149. — Detailed 
examination of franchise and bank taxes, 151. — Methods of allocating 
franchise values of interstate corporations, 157. — County finances 
(Jefferson County), 159. — School district finances, 165. — City 
finances (Louisville), 168. — II. Recommendations of tax commissions 
of 1908-09, 1912-14, and 1916, 175. — Tax laws of 1917, 178. — Esti- 
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revenues, 184. — A general corporation tax proposed, 187. — Esti- 
mated revenue from this source, 190. — Effect upon municipalities of 
proposed changes, 195. — III. Conclusion, 201. 

This study of the revenue system of Kentucky is not 
intended to be comprehensive. It aims merely to stress 
certain features of the existing system that, in the 
opinion of the writer, require more extensive elucida- 
tion; to appraise the equitableness and the adequacy 
as revenue producers of recently passed tax laws; and, 
finally, to suggest further practicable changes or re- 
forms. Emphasis has been placed throughout upon 
the fact that no study of state taxation can proceed far 
without some knowledge of the revenue systems and 
the governmental inter-relationships of the municipal 
taxing units. Hence an attempt has been made to test 
important changes, achieved or proposed, by consider- 
ing their probable effect upon such local governmental 
units as Jefferson County, and the city of Louisville in 
Jefferson County. This procedure is peculiarly neces- 
sary in Kentucky in view of the percentually large part 
of the state income obtained from direct taxation and 
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then redistributed to the localities. Notwithstanding 
this fact, no intensive study of municipal revenue 
systems has yet been made, altho some valuable ma- 
terial concerning the counties (collected by the Special 
Tax Commission of 1912-14 through questionnaires 
sent to county officials) has been compiled and pre- 
sented in an appendix to the Commission's report. 1 

I. The Existing Tax System 
The General Property Tax 

The details of the existing tax system need not be 
elaborated as they have been frequently expounded 
during the past few years of active reform propaganda, 
notably in the Report of the Tax Commission of 1912- 
14. The largest single source of state revenue is the 
general property tax, whose defects have long since 
become commonplaces of tax doctrine. Altho the 
nominal state rate of 55 cents per $100 is high, the 
actual rate probably is approximately half this amount, 
as it is estimated that, on the average, property is only 
assessed at slightly over 50 per cent of its market value. 2 
The work of assessment, which is made the basis for 
both state and county levies, is performed under the 
supervision of the several elective county assessors and 
their deputies. Jefferson County, the most populous 
of the one hundred and twenty counties into which the 
state is divided, makes no systematic provision for 
assessments. It has no tax maps, nor does it keep 
adequate records of improvements. Yet, according 
to abundant testimony, it presents merely a typical 
example of county inefficiency in matters relating to 
assessments. The assessor, elected for four years, 
under constitutional prohibitions against reelection, 3 

i Special Tax Commission (Ky.), 1912-14. Cf. Appendix, p. 211. 
2 Ibid. ' Constitution (Ky.), §§ 99, 104. 
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cannot have acquired the experience, even if he pos- 
sessed the inclination, to institute reforms on his own 
initiative. As the incumbent of the office frequently 
hopes for political preferment, it is scarcely to be ex- 
pected that the inclination to make drastic changes in 
assessment values will be strong. 

The sheriff is the tax collector for both state and 
county. 1 It might be well to relieve him of such in- 
congruous duties, and, in any case, methods of safe- 
guarding collections ought to be installed. The Tax 
Commission of 1912-14 called attention to the short- 
comings of the existing system by saying: " The 
assessment roll has ceased, except in theory, to be 
the warrant for the collection of taxes in Kentucky." 
Generally the roll stops with the assessed values and 
taxes are not set forth. The county clerk makes out 
tax bills and gives them to the sheriff for collection. 
" The government has no adequate means of estab- 
lishing a claim to all money collected by the sheriff, 
nor has the sheriff any adequate means of defense 
against an accusation that he has collected money 
and not turned it over." 2 

The justice of this criticism may be tested by the 
following incident, told to the writer by a public ac- 
countant, who had been employed to unravel the 
financial entanglements of a certain county. It was 
discovered that the county assessor in collusion with 
the sheriff had omitted many names from the original 
assessment roll. These omitted persons had, however, 
been regularly assessed and the amounts collected with- 
held. After all taxes had been paid and the books 
totaled, the names of the " sleepers," as they were 
picturesquely dubbed, were inserted to avoid suspicion 

1 Statutes, §§ 4129, 4142, 4143, 4147. References to Carroll's ed., 1915, 

2 Special Tax Commission, 1912-14, pp. 19-20. 
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in case taxpayers wished to see the books. The inser- 
tions, made at different angles from the original en- 
tries, were easily discoverable. By comparing tax 
receipts with the assessment books, the amount of 
the defalcation was then ascertained and verified by 
comparison with the amounts due from the " sleepers." 

But even with the best intent on the part of assessors 
and sheriff -collectors, the assessment list offers direct 
encouragement to lax administration of the tax laws. 
It comprises 73 items, items 1 to 12 including forms of 
intangible personalty; 12 to 19 comprising lands, city 
and town lots (improvements not listed separately); 
while items 19 to 73 inclusive cover tangible personalty 
of the usual heterogeneous kinds, ranging from ma- 
chinery and raw materials to diamonds, books, and 
pianos. Many items ought to be omitted entirely, 
while others might be brought under some sort of 
intelligent group classification. 

After the local assessments have been completed, a 
State Board of Equalization, consisting of the auditor 
and seven other members appointed by the governor 
from the several appellate districts attempt to cor- 
rect inequalities of assessment among the various 
counties. The powers of the board are limited to in- 
creasing or diminishing total assessed values for the 
several counties. It is entirely unable to correct 
inequalities within the counties. 1 

1 Statutes, §§ 426S, 4274, 4275. Revenue agents appointed by the auditor for the 
several counties, together with four agents at large, are supposed to prosecute the col- 
lection of back taxes, taxes on omitted property, etc. There is also a supervisor of 
revenue agents, likewise an appointee of the auditor. The agents are paid by fees, 
the proceeds of fines imposed on delinquent taxpayers. Cf. Statutes, §§ 4258-67. The 
opportunities for doing effective work may be judged by the following decisions. It was 
held in the case of the Commonwealth v. J. M. Robinson, Norton and Co. (146 Ky. 218), 
that a statement in a proceeding by a revenue agent to assess omitted property, that the 
taxpayer had notes and mortgages worth $31,000, which it had listed for assessment at 
$3100; that it had accounts worth $1,399,000, which were listed at $7200; that it had in 
cash $62,000, which was listed at $10,000; and that its stock of goods worth $819,000 
was listed at $224,000 . . . was insufficient for failing to describe the omitted property. 
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Apologists for the general property tax lay stress 
upon its elasticity as a revenue producer. But it has 
been deprived of this virtue in Kentucky, as a fixed 
rate has been imposed for a succession of years and the 
proceeds have been distributed under rigid statutory 
regulations, 1 namely — 21| cents for ordinary expenses 
of government; 26 cents for common schools; 2 cents 
for the sinking fund; one-half cent for the agricultural 
and mechanical college; 5 cents for roads. The out- 
come of this rigid adherence to definite rates has been a 
yearly increase of disbursements over receipts until 
deficits have become persistent phenomena and have 
at last forced reforms upon the state. 

Despite constitutional 2 commands that the whole 
resources of the sinking fund shall from year to year be 
set apart and applied to the payment of the interest 
and principal of the debt, some part of the recurrent 
deficit has been covered by drafts on this fund. How- 
ever, the funded debt is at present negligible. One 
small issue of bonds, long overdue, has never been 
presented. The interest on another (irredeemable) 
bond of $165,000 is paid to the state university and 
to the state (colored) normal school. As the other 
outstanding bonds (to the amount of $2,315,627) are 
irredeemable, being held in trust by the Board of 
Education, the disbursements of the sinking fund 
normally 3 consist of interest payments into the 
school fund and to the state institutions mentioned. 
Under the circumstances, there would seem to be no 
valid reason for the perpetuation of a sinking fund. 
The two cents of revenue placed annually to its credit 

Cf. Kentucky Digest, 1911-14, p. 1961, § 362. It was also held in this same case, under 
Statutes, §§ 4241, 4260, relating to the listing of omitted property for taxation, that, a 
revenue agent has no authority to have undervalued property reassessed for taxation. 

■ Statutes, § 4019, § 4356x-t. * Constitution, §§ 47, 48; Statutes, §§ 4588-4606 

1 Auditor's Eeport (Ky.), 1914-15, pp. 54, 163, 164. 
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could perfectly well be paid directly to the beneficiaries 
under the bond issues, and the plan would have the 
merit of leaving no unappropriated balances to be 
drawn upon in event of fiscal emergencies. 

In the Report of the state auditor for 1914-15 the 
sources of revenue are given alphabetically under 
seventy-one titles. The Special Tax Commission of 
1912-14 endeavored to classify these revenues on some 
scientific basis. Returns were divided into : 

A. Taxes Proper, including: (1) The general prop- 

erty tax; (2) license taxes; (3) inheritance 
taxes ; (4) tax on foreign insurance companies. 

B. State fees. 

C. Earnings [of] state funds, and sales. 

D. Institutional earnings, or refunds and kindred 

items. 

E. Fines and forfeitures. 1 

Under the returns accredited to the general property 
tax are a number of levies which, because of peculiari- 
ties in kind or uniqueness in methods of assessment, 
deserve especial mention. The franchise taxes, the 
taxes on banks, trust companies, domestic life insur- 
ance companies, and the tax on distilled spirits, are 
all assessed by state officials, the proceeds being paid 
directly into the state treasury, contrary to the usual 
practice. Leaving out of account these administrative 
differences, the question may fairly be raised as to 
whether the franchise taxes — levied upon the intan- 
gible personalty (corporate excess) of public service 
companies — are not rather in the nature of excise or 
license taxes, paid for the privilege of carrying on busi- 
ness affected with a public interest. If other business 
enterprises were also taxed on their " intangible " capi- 
tal values the legal classification of franchise taxes as 

1 Special Tax Commission, 1912-14, pp. 23-20 
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ad valorem property taxes would have more validity. 1 
As it is, only public service corporations are subjected 
to taxes upon their " intangible " as well as their tan- 
gible capital, and the franchise taxes are therefore 
additional impositions laid upon companies exercising 
special privileges. 

The taxes levied on state and national banks and do- 
mestic lifeinsurance companies are somewhat analogous 
to the franchise taxes, in that the methods of assess- 
ment are so devised as to enable the state to reach a 
certain amount of " intangible " property that, under 
ordinary methods of assessment, would escape taxa- 
tion. Altho not computed in the same way as the 
franchise taxes, they are laid on the estimated capital 
value of the companies, less deductions for real estate 
locally assessed. 2 Obviously the state cannot legally 
levy franchise taxes upon national banks, but practi- 
cally speaking Kentucky like many other states does 
make banking institutions a source of extraordinary 
revenue, while ostensibly taxing simply the capital 
stock, and collecting directly from the banks as agents 
for individual shareholders. 

The Kentucky Bankers' Association, protesting 
against the system of taxation for banks in a brief pre- 
sented to the Tax Commission of 1916 states that in 
1915 the banks were assessed for approximately $52,- 
000,000 on their capital, whereas deposits in the banks 
amounting to $140,000,000 were taxed at $11,000,000. 
The total state assessment for deposits, accounts re- 
ceivable, notes, bonds, and stock in foreign corpora- 
tions only amounted to $51,000,000. " Certainly," 
runs the comment, " no one believes that the citizens 

1 Kentucky Digest, May, 1911-November, 1914, § 117. " A franchise tax is not a 
license or occupation tax, but simply an ad valorem or property tax." City of New- 
port v. South Covington and Cincinnati St. Ry. Co., 156 Ky. 403. 

' Statutes, §§ 4092, 4092a, 4092b, 4092c, 4237a. 
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of Kentucky have invested as much in bank stocks as 
are invested in all of the above items." l To which it 
may be replied: certainly not; the fact is that banks 
can be easily reached and therefore have been called 
upon to pay special impositions. 

The tax on distilled spirits, altho classified as an ad 
valorem property tax, is assessed in such a manner that 
a rate in excess of the average rate on general property 
is actually imposed. As previously stated, the tax is 
assessed by state officials and the proceeds paid directly 
into the state treasury. The assessed values are then 
certified to local assessors for local taxing purposes. 2 
The tax need not be paid until the whisky is withdrawn 
from bond, but meantime interest on deferred pay- 
ments is compounded at 6 per cent. This specially 
levied tax, assessed on a basis approximating full value, 
unquestionably brings in extraordinary returns. The 
very fact that distilled spirits have been singled out in 
this manner is best evidence that they are more heavily 
taxed than other forms of personal property. 

1 Taxation of Banks. Argument in behalf of Ky. Bankers' Association, p. 12 
(Helm and Helm, General Counsel). 

The brief sets forth that, as the average tax rate for state, county, and city purposes 
in the ten largest cities of the state is about $2.80 per $100 (p. 16), the banks are com- 
pelled to pay as agents for their stockholders sums equivalent to an income tax of over 
46 per cent. 

It ought to be noted, however, that the burden of these heavy taxes is partially 
offset by the fact that the companies, after paying the local realty taxes and the tax on 
capital stock, are freed from all taxes on their investments. Hence trust companies, for 
example, doing a mortgage loan business have succeeded in securing a practical monop- 
oly of this field of investment in the districts where they do business. They may issue 
their own title bonds, bearing interest at 5 per cent perhaps, and then invest the pro- 
ceeds in untaxed mortgages yielding 6 per cent or more. Needless to say, private lend- 
ing becomes a negligible factor under such circumstances. 

It is also advantageous to the banks to have their property assessed with greater 
uniformity than most property within the state. Tho the tax is assessed by state 
officials for state purposes only, the local authorities adopt more or less uniform methods 
of assessment based upon the state practice. The result of this greater uniformity is 
that the banks can more easily shift the tax burden to their customers in the form of 
higher interest rates. This shifting would be attended with great difficulties under a 
system of erratic local assessments. In any case, the resultant high loan and discount 
rates operate as a discouragement to the rapid development of credit facilities. 

» Statutes, § 4108. 
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The total receipts from the above mentioned taxes 
amounted in 1914-15 to $817,418, divided as follows: l 



Railroad franchises $278,205 

Miscellaneous corporations 171,833 

National banks 117,842 

State banks 99,678 

Distilled spirits 149,860 

Taxes levied on the tangible property of the railroads 
(assessed by the Railroad Commission) amounted to 
$353,105, while the largest single item listed by the 
auditor and accredited to the general property tax was 
the sheriff's revenue (based on local assessments of 
property within the counties) which amounted to 
$4,151,016 (1914-15). 2 The returns from all these 
sources constituted $5,321,539, out of total receipts 
amounting to $7,853,302. Under receipts, however, a 
number of minor refunds and also certain bookkeeping 
entries are recorded, which help to swell the above 
totals somewhat unduly. Among the largest of these 
items, for example, are fines and forfeitures of $234,- 
293, from which commissions to the amount of $161,945 
ought to be deducted, while from Jefferson County 
fees, totaling $270,429, $195,673 of expenditures should 
be subtracted.* 

Other Taxes 

In addition to the levies which are classified as gen- 
eral property taxes, there is an inheritance tax 4 and a 
heterogeneous collection of business and license taxes, 

1 Auditor's Report, pp. 128, 129. 

2 The above amount includes the road tax, which is listed separately. As stated in 
the Report of the Special Tax Commission, 1912-14 (p. 22), some of the funds paid into 
the treasury are reported en gros and some are net returns. The revenue collected by 
the county sheriffs is much in excess of the amounts given above. The Board of Equali- 
zation reports taxes due (sheriffs' revenue and road tax), 1915, at $4,879,275, a differ- 
ence of over $728,000, largely accounted for by commissions on collections and tax 
delinquencies. 

! Auditor's Report, pp. 128, 129, 155, 156, 218. 4 Acts, 1916, Kentucky, c 26. 
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which bring in a considerable income. 1 The inheritance 
tax law was materially changed during the last regular 
session of the legislature (1916). Originally a flat rate 
tax of 5 per cent on collateral inheritances with an in- 
variable exemption of $500, it has been metamorphosed 
into a general inheritance tax, with graded rates of 
taxation and varying exemption maxima. The amount 
received from the inheritance tax in 1914-15, before the 
new rates went into effect was $121,433. In the future, 
income from this source will probably be considerably 
increased. 

The innumerable license taxes on businesses, profes- 
sions, occupations, etc., are published in the auditor's 
Report under the title: Clerks (license taxes, etc.). Some 
of these licenses are imposed for regulatory purposes, 
while all are regarded as an easy means to the end of 
more revenue. Receipts under this head amounted in 
1914-15 to $454,547. In addition, a separately listed 
dog tax brought in $86,560. The motor license fund 
was credited with $118,874. A tax on breweries 
produced $6300; that on rectifiers $39,461; and that 
on wholesale liquor dealers, $20,600. A corporation 
license tax bringing in $119,229 (1914-15) is imposed 
annually on both domestic and foreign companies. It 
amounts to 30 cents for each $1000 of authorized capi- 
talization, represented by property owned and business 
done in the state, the minimum payment, however, 
being $10. 2 Parenthetically, it may be said that the 
list of companies incorporated in Kentucky, which is 
filed in the office of the secretary of state, ought to 
constitute a valuable index to the amount of the 
authorized capitalization of domestic companies. 
Unfortunately many defunct corporations are still 
listed as extant and the books contain duplications 

i Auditor's Report, 1914-15, pp. 128, 129. ' Statutes, §§ 4189e, 4189i. 
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that lead to further errors. They do not, therefore, as 
they might, constitute an accurate check upon the 
returns made to the auditor's office for license taxa- 
tion. A final important source of revenue is secured by 
a tax levied on the gross receipts of foreign insurance 
companies at a rate of $2 per $100. The payments 
amounted to $323,750 (1914-15). 1 

Of the total receipts from all sources, amounting to 
$7,853,302 in 1914-15, $3,373,582 was credited to the 
school fund; $218,297 was transferred to the sinking 
fund; and $54,565 went to the state university 2 leaving 
$4,206,856 in the general expenditure fund. No attempt 
has been made in the auditor's Report to classify dis- 
bursements from the general expenditure fund. The 
amounts paid out by the issuance of warrants are 
arranged alphabetically under one hundred titles, total 
payments under each head being recorded monthly and 
annually. Salaries are listed separately without refer- 
ence to the departments or the functions of the salaried 
individuals, whose names and official titles simply 
appear in alphabetical order. The result is a minimum 
of information which leaves the public virtually unin- 
formed concerning the objects for which public funds 
are utilized. 3 

Franchise Taxes 

As the provisions relating to franchise taxes, and 
taxes on banks and domestic life insurance companies 
are involved pieces of legislation, they require more 
detailed scrutiny than they have received in the preced- 

1 Statutes, §§ 4226, 4229. To levy taxes on gross receipts is a very usual, altho 
theoretically undesirable, method of reaching insurance funds. Given the difficulties 
of dealing with interstate corporations, such as these, no change in the method of 
taxing them has been suggested, altho, obviously, a tax on net premiums would fit 
more logically into the plan hereinafter proposed. 

' Auditor's Report, 1914-15, p. 130. « Ibid., pp. 155-162. 
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ing cursory survey. The franchise taxes are assessed by 
the State Board of Valuation and Assessment and by 
the Railroad Commission. The former important board 
consists of the auditor, the treasurer, and the secretary 
of state ' — elective officials who may or may not have 
the slightest knowledge of the technical matters con- 
cerning corporate assessments that they will be called 
upon to decide. The Railroad Commission, consisting 
of three appointees of the governor, is entrusted with 
the task of valuing the tangible property of railroads 
and of such electric railways as do not fall entirely 
within a local taxing district. The Board of Valuation 
is supposed to ascertain franchise values by deducting 
the assessed value of tangible property from the total 
capital value as computed by it. Altho, in the case of 
railroad franchises, the work of assessment is divided 
between the two boards, there seems to be little 
cooperation between them. Until the last fiscal year, 
the Board of Valuation has been a year behind the 
Railroad Commission in making assessments. For 
example, the franchise valuations fixed in August, 
1916, were not based on the returns for the fiscal year 
ending July 30, 1916, but on the returns for the preced- 
ing year. The Board of Valuation planned to make 
two assessments in the summer of 1916 in order to 
bring its work up to date. The division of the work of 
assessment has always been, as the Railroad Commis- 
sion stated in its 35th Report, " inconvenient, compli- 
cated, and calculated to confuse the public." The 
Commission also emphasized the difficulty of valuing 
the tangible property of the roads as such, without 
taking into account the intangible elements that give 
them value. The Railroad Commission apparently has 
never based its assessment upon any scientific methods 

i Statutes, i 4077. 
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of appraisal. Indeed, it has admitted its failure even 
to obtain the facts essential to any adequate valuation, 
stating that the filed reports of the companies give 
meager information and are criticized by witnesses as 
misleading. 1 

For the other public service companies subject to 
franchise taxation, such as gas, electric light, bridge, 
ferry, water, and street railway companies, assess- 
ments are made by the Board of Valuation alone, and 
deductions for tangible properties, assessed locally, are 
based on returns from county clerks. In cities of the 
first class — i. e., Louisville — the city assessor may 
and does make independent assessments of franchise 
values for all but traction companies. 2 For these latter, 
he must accept the valuations certified to him by the 
state boards. 

All franchises are taxed, not only by the state, but 
by the counties and other municipal taxing units. A 
company doing business in Louisville may pay state 
and county taxes on one basis of valuation, and city 
taxes on another basis which may diverge from the 
state assessment to a considerable extent. 

What is the method used to determine franchise 
values ? The forms on which the companies report, 
ask for statements of the amount of capital stock (par 
and " real " value); bonded and other indebtedness; 
surplus; undivided profits; other assets. A company 
is asked to state its gross earnings, and the net earnings 
are then computed by deduction of the following items : 
salaries, wages, interest, dividends, enlargement of 

i Statutes, §§ 4096-98. Thirty-fifth Annual Report of the Railroad Commission, 
1914, pp. xxiii, xxiv. In accordance with recently passed legislation, the railroads will 
be required to furnish the assessing authorities (i. e., a newly created State Tax Com- 
mission) upon request, copies of all reports of earnings made to the Interstate Com- 
merce Commission. Chap, xi, § 10, Acts, Ky., Extraordinary Session, February-April, 
1917. 

' Statutes (City Charter), § 2984a. 
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plant, maintenance of equipment, depreciation and 
other expenses. Then comes a statement of the 
amount and value of tangible property in the state 
together with its location; and finally the value of all 
property, tangible and intangible, owned outside the 
state. Railroads must also give the length of the lines 
owned, leased, or controlled in each county, city, town 
and taxing district; their total mileage; net and gross 
earnings inside and outside the state on business done 
in the state; and total net and gross earnings. In 
order to estimate the capital value of the companies 
reporting, the Board of Valuation and Assessment 
usually capitalizes net earnings at 6 per cent and then 
reduces this total 20 per cent, on the assumption that 
other property in the state is not taxed at full value. 
Last year the Board planned to assess at full value on a 
7 per cent basis of capitalization. 1 From the capital 
value so computed the value of the tangible property is 
deducted, the remainder representing franchise value or 
intangible personalty — that which in some states is 
called the corporate excess. 

It should be said that the net earnings which are 
actually capitalized are not identical with the net earn- 
ings as returned in the franchise tax statements, the 
latter representing merely an undisbursed surplus. 
The net returns are properly taken to include interest 
on bonded indebtedness, dividends, and enlargement 
of plants. An examination of returns, filed in the 
auditor's office, also revealed the fact that some ob- 
viously padded pay rolls and unnecessarily large allow- 
ances for depreciation had been made to contribute their 
quota to the demarcation of net earnings. When it was 
evident that business had been bad, and dividends not 
earned, the Board exercised discretion in valuing capital 

1 Information unpublished. 
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stock, sometimes reducing that value below the amount 
that would have obtained under a strict application of 
its rule. Indeed, the Board seems to have considerable 
latitude in the selection of methods of finding capital 
value. 

But the Board of Valuation has little detailed infor- 
mation at its disposal and that which it has is not likely 
to be reliable. The forms on which reports are made 
afford too many loopholes for misstatements and mis- 
takes, even on the part of the well-meaning. There is 
no definition of terms, no recital of items to be included 
or excluded under the several headings. There is no 
way of knowing, for example, how the various com- 
panies have interpreted the permission to make allow- 
ance for depreciation, how they have distinguished 
between outlays for enlargements and for maintenance, 
what returns they have seen fit to include under gross 
earnings. In short, there is no method for checking the 
correctness of these statements, unless discrepancies are 
patent on their face. 

The taxes levied on banks, trust companies, and 
domestic life insurance companies are taxes on presum- 
able personalty, collected from the corporations as 
agents for their shareholders. 1 As previously stated, 
values are determined independently for state purposes 
and state taxes are paid directly into the state treasury. 
The procedure for estimating capital value is somewhat 
extraordinary and wholly irrational. To the amount of 
the capital stock, taken at par, is added 80 per cent of 
the surplus and undivided profits, the sum being re- 
garded as the capital value. The value of real estate, 
locally assessed, is then deducted, to obtain the value 
of the intangible property for purposes of state taxa- 

i Domestic life insurance companies have their capital stock valued by methods 
similar to those employed in valuing bank stock. They are not taxed on gross receipts. 
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tion. For local tax levies, independent assessments of 
this same intangible property are made. 1 The writer 
has been told that the provision permitting deduction 
of realty values gives rise to certain well-known eva- 
sions, such as the temporary deeding of property to the 
companies for the purpose of reducing assessments. 

Individual holders of shares of stock of public service 
companies subject to the franchise taxes, and owners of 
bank and insurance company stock, are exempt from 
further taxes. 2 But in the taxation of foreign corpora- 
tions doing business within the state, a curious situa- 
tion arises. Such a company must pay a tax on at least 
one per cent of its total business, but even if it pays no 
more than this minimum, the resident holders of its secu- 
rities have heretofore been as completely exempted as if 
they owned the stock of fully taxed domestic corpora- 
tions. 3 If the public service companies in question are 
adequately taxed in the other states where they are 
doing business, no special discrimination arises in favor 
of holders of foreign stock as against domestic stock- 
holders. On the contrary, a tax levied by Kentucky on 
owners of such stock would constitute an extra burden. 
But since resident owners of the stock of foreign public 
service companies, doing no business at all within the 
state, are taxable on the full value of their shares, there 

> Returns secured from auditor's office, Frankfort, Ky. This past year the 
Board of Valuation and Assessment planned to assess surplus and undivided profits at 
100 per cent. The customary half-way method certainly has nothing to commend it, 
altho the attempt to assess at full value may meet with protests based on the ground 
that other forms of property are underassessed. 

For example, a bank with a capital of $100,000; surplus, $20,000; undivided profits, 
$2000; and real estate, $15,000 would be assessed by the State Board for $100,000 + 
(.80 X22.000) -$15,000 = $102,600. 

• Statutes, § 4088. 

s Shareholders of all corporations paying taxes on property in the state, whether 
franchise or non-franchise corporations, whether foreign or domestic, are exempt from 
Kentucky taxation, as expressly decided in Commonwealth v. Fidelity Trust Co., 147 
Ky. 77; 143 S. W. 1037. For recent changes in legislation cf. chap, xi, §§ 2, 3, Laws of 
Kentucky passed at Extraordinary Session, 1917. 
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does result rank and unjustifiable discrimination be- 
tween the two classes of owners of foreign securities. 
With the present lack of interstate comity in matters of 
corporate taxation, injustice is inevitable. Only when 
uniform taxes are levied on all corporations in all states, 
the individual shareholders being tax exempt, will 
substantial justice be possible. 

The method of allocating the franchise values of 
companies doing an interstate business is set forth in 
several involved and inconsistent statutory provisions, 1 
which have recently received judicial interpretation in 
the United States District Court for the Eastern Dis- 
trict of Kentucky, in connection with a controversy be- 
tween the State Board of Valuation and the railroads, 
the result of a sharp increase in the assessment of fran- 
chise values. 2 The decision in the principal case or 
cases rather, 3 growing out of suits brought by the L. and 
N. does not altogether clarify the obscurities of statu- 
tory phraseology. The court held that the Board of 
Valuation had used an improper basis for apportion- 
ment in taking an average of net income, gross income, 
and mileage proportions. It should have employed the 
mileage basis exclusively, subsequently allowing for 
necessary additions or deductions. The court was 
nevertheless of the opinion that the estimated value of 
the property was possibly correct, despite incorrect 
methods of computation. However, the company con- 
tended further that the bulk of assessable property was 
returned at less than 60 per cent of its fair cash value, 
inclusive of assessments made by the State Board of 
Equalization, and it alleged that the Board of Valuation 
taxed the banks and trust companies on an 80 per cent 

' Statutes, 15 4079-81. 

a The franchise value of the L. and N., for example, assessed at $11,899,000 in 1911 
was raised to $45,428,000 in 1912. Cf. Auditor's Report 1914-15, pp. 264, 265 

J L. and N. v. Bosworth et al„ 209 Federal Reporter, 380; 230 Federal Reporter, 191 . 
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basis. A violation of the fourteenth amendment was 
therefore claimed. By a decree announced in 1915, the 
state was enjoined from collecting taxes on an assess- 
ment basis exceeding 60 per cent of estimated actual 
value, Judge Cochran conceding that, " if the property 
in this state subject primarily to assessment by the 
county assessors was uniformly assessed for the year 
1913 at less than 60 per cent of its fair cash value, and 
the board of valuation and assessment in assessing 
plaintiff's franchise applied as to the portion of its unit 
in this state as the standard of valuation thereof full fair 
cash value, or slightly less than or about 80 per cent 
thereof, it violated the fourteenth amendment." The 
railroad took an appeal from this decree to the United 
States Supreme Court on the ground that it ought not 
to pay franchise taxes upon any amount in excess of the 
sum upon which it was then taxable. The defendants, 
for the state, took a cross appeal, alleging that the plain- 
tiff was entitled to no relief. The Supreme Court held 
that the lower court had erred in making the easy 
assumption that the same valuation reached by the 
Board through an incorrect method possibly might have 
been reached had a correct method been employed. 
Hence the decree upon plaintiff's assignments of error 
was reversed and the case remanded to the District 
Court for further proceedings; but so far as the 
defendant's assignments of error were concerned, the 
decree was affirmed. 1 The state has consequently had 
to relinquish claims to substantial sums involved in 
this litigation and in other similar suits. 

A peculiar case is that of the Southern Pacific, which 
has to pay taxes on intangible property amounting to 
$8,250,000, altho it does not own a mile of trackage in 
Kentucky. It maintains an office pro forma, in Jefferson 

1 United States Supreme Court Advance Opinions, August 1 , 1917, p. 683, L. and N . 
Railroad Co. v. Greene et al.; Greene et al. v. L. and N. Railroad Co. 
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County, located discreetly outside the city limits. 
Otherwise the city, as well as the state and county, 
would be able to tax its $8,250,000 worth of " prop- 
erty." 1 It is taxed in accordance with the provisions of 
paragraph 4081 of the Statutes, which, after dealing 
with the franchise valuation of interstate carriers, con- 
tinues as follows: " but if any such railroad or other 
corporation organized under the laws of this state have 
all of its lines outside of this state, the said board shall 
fix the value of its entire capital stock as hereinbefore 
provided, and apportion to this state for taxation 
therein, the proper proportion and not less than one 
per cent of its said capital stock, and the amount so 
apportioned shall be the value of its intangible property, 
including its corporate franchise, stocks, bonds, securities 
and choses in action, subject to taxation in this state 
and in the county, city, town and district where its 
principal place of business in this state may be located." 
The case is illustrative of the anomalies growing out of 
the incorporation of companies in alien jurisdictions. 
It is much to be hoped that the time may arrive when 
companies in taking out charters will be limited to those 
states where they are actually doing business. 

County Finances (Jefferson County) 

It has already become apparent that the county plays 
an important role in the administration of state tax 
laws. The local assessor and his deputies value prop- 
erty for state as well as for county purposes, 2 while the 
sheriff collects both state and county revenues, turning 

1 Commonwealth v. Southern Pacific Co., 150 Ky. 97. 

2 Statutes, § 1883. The inadequacy of county assessment methods has been suffi- 
ciently emphasized. The County Board of Supervisors, a local board of equalization, 
consisting of five " intelligent discreet housekeepers and owners of real estate " could 
do little to remedy mistakes, even if the members of the board chanced to have any 
qualifications for their task. Cf. Statutes, § 4115. 
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the former directly into the state treasury, however, and 
transferring the latter to the county treasurer. The 
county treasurer, in his turn, makes an accounting to 
the fiscal court whose appointee he happens to be. 1 

In the counties of Kentucky, there exists a form of 
commission government through the several fiscal 
courts, which has long since become thoroly discredited, 
despite the fact that responsibility for maladminis- 
tration can be definitely placed upon this body. The 
fiscal court is composed of the county judge, who 
is ex officio chairman, and of the justices of the peace 
who are elected for each magisterial district within the 
several counties. 2 In Jefferson County, there are eight 
justices. These groups of local elective magistrates are 
in practically unsupervised control of county affairs. 
They issue orders and execute them. They levy taxes 
and disburse appropriations. Within the limits set by 
the liberal maximum rates permitted by the state, 3 they 
are licensed to raise and to spend money as freely as 
they choose for the various matters that come within 
their jurisdiction. As the centralization of governmen- 
tal functions has not proceeded very far in Kentucky, 
the fiscal court is accordingly a powerful institution. 
Yet information about county affairs is scant. 4 With- 
out official sanction for asking questions it is difficult 
to obtain even the most superficial knowledge of county 
revenue systems. Through the medium of the news- 
papers Jefferson County publishes a few meager, unen- 
lightening details concerning the amount raised by 
taxation and its proportional distribution among the 
various funds. From outside sources, such as the 

■ Statutes, §§ 932, 933, 4143, 4147. * Constitution, § 144; Statutes, § 1833. 

» Statutes, § 1839. 

* The Report of the Special Tax Commission (^912-14) stresses the difficulty of 
securing answers from county officials. It is stated (p. 28) that " we did not try to go 
into the matter of school district special taxes for the obvious reason that if we could not 
elicit from the county officers in an intelligible form the simple facts concerning county 
rates, it would be hopeless to ask for more data of a far more complex character." 
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reports of public accountants called in to audit the books 
of the sheriff and the treasurer, 1 and from personal 
interviews with officials and others, a modicum of 
information relating to the finances of Jefferson County 
has been secured. 

The receipts consist almost entirely of the returns 
from the county tax levy (i. e., the general property 
tax) and of returns from the franchise taxes, bank and 
insurance taxes, and whisky taxes — in short, the 
same taxes which constitute the principal sources of 
state revenue. 

The assessment base for the county tax levy is, as has 
been shown, locally determined for state and county. 
The auditor certifies franchise values, as ascertained by 
the Board of Valuation, to the several county clerks, 
who in their turn notify the collecting officers. The 
Railroad Commission likewise certifies the value of the 
tangible property of the railroads within the counties. 
Assessments of banks and of trust companies and insur- 
ance companies are made independently by the local 
authorities. 

Total collections by the sheriff of Jefferson County 
(February 1, 1914 to February 1, 1915) for county pur- 
poses, amounted to $732,870, 2 exclusive of commissions. 
Of this sum, $528,151 was secured from the county 
levy, at a rate of 29 cents (exclusive of commissions of 
$22,318). 3 Franchise taxes brought in $88,391; rail- 
road taxes on tangible property yielded $50,478; banks, 

1 Reports on sheriff's accounts for Jefferson County and on treasurer's accounts, 
made by public accountants to the fiscal court, for 1912-13, 1913-14, 1914-15. Cf. 
also United States Census (1913) volume on Wealth, Debt, and Taxation, for general 
information concerning county finances. 

3 Report on sheriff's accounts filed with clerk of the fiscal court, Jefferson Co., 
February, 1914-15. 

3 The sheriff's commissions on collections amount to 10 per cent on the first £500 
collected, and 4 per cent on the remainder. In no case, however, is the compensation to 
exceed $5000. Cf. Statutes, § 1729. The total amount due on an assessment basis of 
$204,890,820 at 29 cents per $100 was $594,183. Commissions and delinquencies 
reduced the amount to the above figure. 
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trust companies and insurance companies paid $23,579; 
and whisky taxes contributed $26,203. Expenditures 
for roads and bridges constitute, roughly, one third or 
more of the total disbursements. The salary item is 
next in importance, altho during the present year it 
will be subordinated to a 5 cent levy to go toward the 
elimination of a deficit which has been accumulating for 
several years and which there can be no legitimate 
excuse for having incurred, the tax levy being well 
within the statutory limits. After expenses for the 
upkeep of the jail, armory, and courthouse have been 
met, there is not a large sum left to devote to the care of 
the sick, dependent, and needy. 

The county judge, however conscientious a chairman 
he may be, cannot control expenditures without the 
cooperation of the other members of the fiscal court. 
A former county judge referred with considerable bit- 
terness to a certain occasion when a majority of the 
members of the court voted to pay a contractor for 
work not conforming to specifications. The chairman 
protested, but had no redress. He ordered the county 
attorney to prosecute the case against the contractor 
by appealing from the decision of the fiscal court. The 
county attorney ignored the order, however, and the 
contractor received pay for work that he had not done. 
The instance was cited as only one of many cases of 
fraudulent dissipation of funds, that had been forcibly 
brought to the attention of the county judge. So long 
as county affairs remain enveloped in secrecy, abuses 
will continue. Greater publicity, combined with an 
adequate system of cost accounting, would considerably 
reduce county budgets, and contribute to the solution 
of the revenue problem. 

The prevalent fee system is also an incentive to waste- 
ful expenditure. The magistrates receive fees for at- 
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tendance at the sessions of the fiscal court and at 
committee meetings l (which may be called to suit their 
convenience). As a county official confessed, it is not 
surprising that superfluous sessions of the fiscal court 
and unnecessary committee meetings are occasionally 
held. Apart from the inadvisability of leaving the con- 
trol of the financial affairs of the counties entirely in the 
hands of elected magistrates, subsisting precariously 
from such fees as they can corral, another grave dis- 
advantage is inherent in the system. The fiscal court 
is an institution which brings administrative and judicial 
functions into too close association. The county judge 
as a judicial officer has multifarious duties to perform 
and ought not to be burdened with the executive tasks 
that fall to the lot of the chairman of the fiscal court. 
Two men who have recently occupied positions as 
county judge have admitted to the writer that they 
were unable to reconcile such different lines of activity. 
Under a law recently passed, 2 the counties have the 
option of substituting a board of three commissioners, 
elected from the county at large, who, together with the 
county judge, shall constitute a new type of fiscal 
court. Upon petition, a referendum vote must be held 
to decide whether a change shall be made. Jefferson 
County has voted to adopt the new plan and the 
commissioners will assume office January 1, 1918. 
The writer does not believe that the substitution of a 
board of commissioners for the present picturesque sur- 
vival of an earlier political age will effect any marked 
permanent improvement in the financial administration 
of the county. To be sure the change is in so far an 
advantage that the commissioners will be men sup- 
posed to devote all their time to their official duties, as 
they are to be paid adequate salaries. But the county 

> Statutes, § 1845. ' Ibid., §§ 1847-49. 
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judge remains saddled with incompatible duties for 
whose execution he has neither time nor probably apti- 
tude. Judging from the reports of county management 
in other states, there is little reason to think that the 
members of a county board, whose election will depend 
upon political affiliations — at least it will after the 
flush of the enthusiasm for reform has faded — and who 
will be possessed of a large amount of patronage, direct 
and indirect, will be likely to perform their duties with 
the requisite economy and efficiency. Until a respon- 
sible state government assumes rigid supervision of 
county finances, extravagance and inefficiency will no 
doubt continue. In Jefferson County, moreover, there 
is wasteful duplication of work because of an utter lack 
of cooperation between city and county officials. The 
county assessor and his deputies, maintain an organiza- 
tion entirely distinct from that of the city assessor, 
altho with a very slight additional expense one office 
could do the work of assessment for city and county, 
and do it much more effectively at that. 

At the present time one hundred and twenty counties 
with very unequal populations and of very unequal 
wealth are raising and disbursing funds for purposes that 
ought to be of more than local concern. True, the in- 
ability of many of the counties to provide for local 
educational needs from local revenues, has been recog- 
nized in the distribution of the state school fund on a 
per capita basis. The result is that eighty-six counties 
pay less into the state treasury than they receive as sub- 
sidies for the payment of their school teachers. There is 
nevertheless a need for fewer counties and for a lesser 
degree of local autonomy in the management of educa- 
tional, penal, and charitable institutions. It is patent 
that Adair County with a per capita assessed valuation 
of $1(53 and Magoffin with a per capita valuation of 
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$109 are unable to supply the needs of their residents 
as effectively as can Jefferson County with a per capita 
assessment of $798 or Fayette County, in the Bluegrass 
section, with a per capita assessment of $859. ' 

It is interesting to note that the inequality in the 
assessment bases does not result, as it has in Massa- 
chusetts townships, in spectacular differences in local 
rates. The local rates for state and county, including 
the special school levy, approximate $1.20 per $100 in 
the majority of cases. Differences in the ratios of 
assessed values to true values cause actual rates to 
exhibit somewhat greater variations, but these varia- 
tions do not always make for heavier tax impositions in 
the poorer counties. In some of the very poor counties, 
the rate is below the average, testifying to the fact that 
local standards of governmental efficiency must be 
deplorably low. It will hereafter be shown that the 
state has already undertaken a centralization of func- 
tions which, however faulty at its inception, may 
eventually bring about a more unified state activity, 
and help to give to all its citizens a more equal share in 
community progress. 

School District Finances 

So far no account has been taken of county expendi- 
tures for education, because sums raised and disbursed 
for school purposes are managed as separate funds. 
Kentucky has a State Board of Education, 2 whose chair- 
man, the state superintendent of public instruction, 
has general supervisory and inspecting powers over the 
county school systems. County superintendents, elected 

1 Twenty-first Biennial Report of the Bureau of Agriculture, Labor, and Statistics, 
pp. 13-59. Cf. also Special Tax Commission, 1912-14. Appendix, p. 211 seq. Accord- 
ing to this report land is assessed at 46 per cent of its value in Adair County; 56 per 
cent in Magoffin; 60.5 per cent in Jefferson; 54 per cent in Fayette. 

- Common School Laws, Ky., 1916, vol. ix, no. 4, p. 10, chap. iv. 
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after qualifying examinations, are at the head of the 
local county systems, exclusive of the cities whose inde- 
pendent organizations do not come within their jurisdic- 
tion. 1 The salaries and expenses of the county school 
heads, however, are not paid out of the special school 
fund, but from the proceeds of the general county 
levy, to which the cities as well as the rural districts 
contribute. 2 

Each county is divided for administrative purposes 
into school divisions, which, in turn consist of school 
subdistricts. 3 Separate districts, which are not coter- 
minous, are established for white and colored schools. 
The majority of the districts have given up their one- 
time status as independent taxing units, for provision 
has been made since 1908 for a special county school 
levy of 20 cents per $100. 4 The sheriff collects this levy 
for the County Board of Education and transfers it to 
the county superintendent, who acts as treasurer of the 
Board. The latter subsequently settles his accounts 
directly with the county judge, as chairman of the 
fiscal court. 5 The sheriff's commission for the collec- 
tion of school taxes is allowed by the fiscal court, and 
not by the Board of Education. 6 A few graded school 
districts still remain, which do not contribute to the 
county fund and, in consequence, receive no benefits 
from the fund. These districts usually impose consider- 
ably higher rates of taxation, the maximum permitted 
by law being 50 cents per $100. 7 In Jefferson County, 

1 Ibid., p. 11, chap, v; p. 17, chap. vi. » Ibid., p. 19, § 50. 

3 Ibid., pp. 32-33, chap. viii. There must not be less than fifty children in each school 
district. Funds are supposed to be distributed impartially to white and colored districts 
as individual needs demand. 

' Ibid., p. 56, chap, x, § 129. * Ibid., p. 23. 

• Ibid., p. 57. The county revenue tax and the county school tax are one fund in 
estimating the sheriff's commission for collections. Commonwealth v. Mackay, 168 
Ky. 58. 

' Common School Laws, p. 61, § 136; p. 65. The property of no white person may 
be taxed to maintain colored graded schools, nor vice versa. A colored common school 
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for example, there are five graded school districts out of 
a total of sixty-six white districts. During 1915-16 the 
sheriff of Jefferson County collected $60,745 from the 
20 cent general levy and $57,083 was received from the 
state treasurer. Of this latter sum, $14,728 was dis- 
tributed among the five graded school districts. 1 

As previously stated, local school levies are supple- 
mented by subsidies from the state treasury. 2 Of the 
$3,336,724 3 distributed to the counties in 1914-15, 
Jefferson County received $312,432, $47,976 of this sum 
going to the county, exclusive of the city, and $264,456 
going to Louisville. Estimated on the basis of the 1915 
assessment, Jefferson County probably contributes 
about $700,000 to the state school fund. As Louisville 
pays about 80 per cent of all taxes raised in the county 
for state and county purposes, the city gives approxi- 
mately $560,000 to this central fund. City and county 
therefore have to subsidize the state heavily, and there 
is grumbling in consequence. But the showing of the 
poorer counties imperatively evidences the need of such 
subsidies, altho there are serious criticisms to be made 
of the methods of distribution. Even as it is, the varia- 
tions in per capita expenditure for school purposes are 
to say the least, highly distressing. 

district may embrace the white graded school district within its territory, and the 
County Board of Education has complete control and jurisdiction over such territory 
for colored school purposes. 

1 Financial Statement, Jefferson County Schools, July 1, 1915 to June 30, 1916. 
Report of County Superintendent. 

2 It was pointed out by the state superintendent in his Biennial Report for 1914-15 
that, altho it may not be wise to prevent local districts from levying higher rates than 
the average, if they can afford it, it is not at all desirable to permit these wealthier 
districts to evade the general county tax. Cf. Report, 1914-15, p. xl. 

s Auditor's Report, 1914-15, pp. 59, 167. These sums are to be used only in payment 
of teachers' salaries. In addition to the 26 cent state levy, interest on bonds to the 
amount of $2,315,627, held as an irredeemable trust fund, is paid into the school fund. 
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City of Louisville 

The cities of the state are incorporated under so- 
called general laws, applying to six classes of cities and 
towns, grouped according to population. They are sub- 
jected to constitutional and statutory restrictions 
which are rather severely explicit in matters relating to 
revenue and taxation. Among the constitutional 
limitations is the usual provision fixing the maximum 
municipal tax rate. It cannot exceed $1.50 per $100 for 
other than school purposes in towns and cities of 15,000 
inhabitants or more. Then there is the familiar limita- 
tion upon indebtedness, which is not to exceed 10 per 
cent of the assessed valuation of property in cities of the 
first and second classes. Debts must be paid within 
forty years and a sinking fund created for this purpose. 
No tax exemptions, except those specifically mentioned, 
are permissible. 1 Louisville, like the other cities, osten- 
sibly is governed under a general law entitled, " An 
Act for the Government of Cities of the First Class." 
But as it is the only city in this class (i. e., the only city 
having over 100,000 inhabitants) the act is in fact 
special, altho it follows the general lines laid down in the 
laws applicable to the smaller cities and towns. The 
charter imposes the old type of bicameral legislature: 
a board of twenty-four councilmen, two from each ward, 
and one of twelve aldermen. All proposals for raising 
revenues must originate in the council. The mayor may 
disapprove items in appropriation bills but his veto can 
be overruled by the conventional two-thirds vote. This 
orthodox scheme of city government of course leaves an 
immense power in the hands of ward politicians, who in 

1 Constitution, § 170. The customary exemptions are made for eleemosynary and 
educational institutions. Exemption of household goods to the amount of $250 is per- 
mitted to each head of a household. Factories established in an incorporated city or 
town may remain exempt from taxation for five years. 
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their turn are apt to be the tools of the local political 
machine. 

The charter provides that the city auditor, the treas- 
urer and the tax receiver shall be elected at the time of 
the mayoralty election. The comptroller is appointed 
by the mayor, with the approval of the aldermen, 
while the assessor is selected by the general council. 
Such variations are of course in the class of inexplicable 
statutory vagaries. 

A Board of Public Safety and a Board of Public 
Works are provided for in the city charter, each board 
consisting of three members, appointed by the mayor. 
Despite an imposing list of functions, the city probably 
could well afford to dispense with the services of these 
political appointees, who are sandwiched in between the 
mayor and his departmental heads. The Board of 
Public Safety has control, within limits set by ordinance, 
of all matters relating to fire, police, and health depart- 
ments; public buildings, pounds, pensions, markets, 
charitable, reformatory and penal institutions. The 
Board of Public Works supervises the construction, 
cleaning, grading, repairing, etc., of streets, public 
places, bridges, sewers, drains, etc. Both boards sub- 
mit annual budgetary estimates to the mayor and the 
amounts appropriated to their use remain as separate 
funds with the city treasurer. The boards, however, 
have no power to divert the tax levy to departments for 
which it was not originally appropriated. A large 
number of officials and minor employees owe their ap- 
pointments to these boards, but the number that may 
be employed, together with the salaries paid, are defi- 
nitely fixed by ordinance. 

The cumbrous machinery of the city government 
affords opportunity for the installation of superfluous 
functionaries and for the payment of needlessly large 
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salaries. Simplification of a radical sort is required, so 
that responsibility for extravagance and maladministra- 
tion can be placed squarely where it ought to rest — on 
the shoulders of the chief executive. Concentration 
instead of dissipation of responsibility would aid greatly 
in cutting down the city budget. 

The revenue of the city comes largely from sources 
identical with those tapped by the state and county. 
Receipts from general property taxes September 1, 1914, 
to August 31, 1915, amounted to $3,451,767 at a rate of 
$1.85 per $100.' Of the total assessment of $210,000,- 
000, $61,350,000 represented the value of land; $73,- 
000,000, the value of improvements; $9,500,000, the 
tangible property of bridge and railroad companies; 
and $66,150,000, the value of personal property and 
franchises. 2 

The realty assessments are made with considerable 
care, altho no formal system of valuation is employed. 
The assessor and his deputies exercise their "judgment" 
in fixing values. They are aided in their work by the 
possession of a very good and complete set of maps. 
Improvements are valued separately and are carefully 
catalogued, and the assessor tries to secure all the 
information that will help in the ascertainment of costs. 
No attempt is made to assess at full value, but it is the 
ambition of the assessor's office to achieve at least a 70 
per cent valuation. As usual, property in the residen- 
tial districts is frequently over-valued and holdings in 
the business section go far below the 70 per cent basis. 
The assessments are finally fixed by a city Board of 
Equalization, consisting of three members selected by 
the Board of Aldermen. 3 

' Report, City Comptroller, 1915, Exhibit no. 2, p. 9; cf. also Exhibit no. 4; 
93,846,663 received from taxes, including back taxes. 

» Ibid., Exhibit, no. 3, p. 15. » Statutes, } 2993. 
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The itemized statement of personalty subject to 
taxation, obtained from the assessor's office (not even 
the total amount of taxable personalty is separately 
published) shows that the city assessor does not reach 
intangible property any more successfully than the 
county officials. The value of taxable bonds, for 
example, was returned at $1,440,791 ; of stock, at $668,- 
762. The amount of cash on deposit in the banks was 
given at $1,693,568, whereas the reports of the state 
banking commissioner and of the United States comp- 
troller credited Louisville banks with more than $38,- 
800,000 of deposits. 1 The total amount of personalty 
taxes was $34,842,000, of which $12,979,000 represented 
intangible property. 

The franchise taxes are collected from the same com- 
panies that are liable for state and county payments on 
their corporate excess. The Louisville assessor may, 
however, make independent valuations for purposes of 
local taxation, except in the case of railroad companies 
and of interurban street railways. The franchise values 
of the last-named are certified to him by the State 
Board of Valuation, while the assessed values of the 
tangible property within the city limits are determined 
by the Board of Railroad Commissioners. Otherwise 
the city assessor is under no compulsion to accept the 
findings of the state authorities, and as a matter of fact 
he does not do so. Certain discrepancies may be attrib- 
utable to the fact that the fiscal years of the state and 
city do not coincide; and reports made by companies, 
altho presented in the same form, do not cover the same 
period. For example, in 1914-15, the county valued 

1 United StateB Comptroller of the Currency, vol. ii (1915), p. 194. Individual 
deposits in national banks of Louisville $21,049,000 (September 2). Report, State 
Banking Commissioner, 1914-15. Deposits in state banks and trust companies of 
Louisville, $17,758,000. The United States comptroller of the currency estimates 
individual deposits in all Kentucky banks at $133,393,000 Cf. vol. ii, Report (1915), 
p. 982. 
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the franchise of the Louisville Gas and Electric Com- 
pany at $5,029,430, whereas the city assessor placed 
the value at $5,349,445. 1 In the assessment of banks, 
trust companies, and domestic life insurance companies, 
similar variations occur, not only between city and 
county valuations, but likewise between county and 
state, since county officials are permitted to make inde- 
pendent assessments of the capitals of the companies in 
question. Even a lack of correspondence in the time 
covered is not an adequate explanation of a discrepancy 
of $232,000 in the assessment values for city and county 
of one large trust company, or of a difference of $73,000 
in the case of a bank whose total value for purposes of 
city taxation is placed at $310,000, and for county, at 
$237,000. 2 If the city assessor has any rigid formulae 
for computing franchise and bank capital values, it is 
not a matter of common knowledge and the writer was 
unable to secure any enlightenment concerning methods 
employed. In any case, the differences that have been 
cited can hardly be explained on rational grounds. 
They are evidence of a duplication of the work of assess- 
ment which is useless, expensive, and, judged by the 
erratic results, unjust to the companies concerned. 

The charter of the city contains a provision that the 
general council may impose various license taxes other 
than those specified by statute, the proceeds to be paid 
into the sinking fund. 3 The council has liberally 
availed itself of this blanket permission to extend the 
system of license taxes and there are now nearly two 
hundred and eighty kinds of licenses listed, 4 which are 
classified by the sinking fund commissioners under 
thirty-eight heads. They are of a motley character — 

1 Sheriff's Report, 1914-15; of. also list obtained from city assessor's office. 

2 Ibid. ' Statutes, | 3011. 

* Tenth Biennial Compilation of General Ordinances of the City of Louisville. Cf. 
Index under licenses. 
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some imposed for regulatory purposes, others chosen 
quite spasmodically. The total receipts amounted to 
$546,326 for the year ending December 31,1915, liquor 
licenses bringing in $343,425 of the total. 1 

In addition to the regularly recurrent impositions 
there are the usual provisions for levying special assess- 
ments to defray improvement costs on abutting prop- 
erty owners. No doubt a certain amount of additional 
revenue could be legitimately secured from enlarging the 
scope of the special assessment in accord with modern 
practice. 

Then the extraordinary income from bond issues 
has to be taken into account. This is a source of 
revenue which it is to be hoped will not be depended 
upon in the future to any large extent. The total 
bonded indebtedness of the city amounted in 1915 to 
$12,405,000, representing long-term issues put out for 
permanent improvements such as schools, hospitals, 
parks, sewers, and waterworks. The sinking fund 
commissioners, besides controlling all the income from 
license taxation, received 11| cents of the general tax 
levy, and in the year ending December 31, 1915, they 
disbursed $615,558, a percentually large amount of 
total disbursements. 2 The per capita net indebtedness 
is above the average for cities falling within the group 
having from 100,000 to 300,000 inhabitants, 3 and the 
only portion of the debt which is productive in the 
sense of being income-producing is that issued to cover 
investments in the municipally controlled Louisville 
waterworks. The stock shares of the company are 
held by the sinking fund, and interest on the mortgage 

1 Annual Report of the Louisville Sinking Fund for the year ending December 31, 
1915, pp. 768, 769. 

« Exhibit no. 4, Comptroller's Report; Report of Sinking Fund, p. 752. 

s Financial Statistics of Cities Having a Population of over 30,000 (1912), pp. 307- 
309. Bureau of Census, 1915. 
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bonds is paid by the commissioners from water com- 
pany revenues transferred to them for that purpose. 
The net earnings of the company for the year ending 
December 31, 1915, $400,379, were more than absorbed 
by an increase in assets, 1 and, altho an argument for 
regarding net returns as sums to be paid into the city 
treasury for purposes of a reduction in the general tax 
rate might be advanced, present procedure is probably 
sounder, in view of the size and character of the out- 
standing indebtedness. 

There has been no attempt to vary the time at which 
bond issues shall mature with reference either to the 
character of the contemplated improvements or the 
probable borrowing needs of the future. The bonds 
outstanding, with the exception of two small refunding 
issues, have all been put out for forty year periods; 
and, as a large proportion are of recent origin, the city 
will be saddled with interest and amortization payments 
into the sinking fund for years to come. 

The Louisville Board of Education takes independent 
charge of the funds received and disbursed for schools. 
By statute, the general council is compelled to appro- 
priate not less than 36 cents per $100 of assessed prop- 
erty values for transfer to the school fund. 2 In addition 
to this sum ($751,302 in 1914-15) the board receives 
money from the state fund, amounting to $264,456 in 
1914-15. Total disbursements amounted to $1,170,348 
— indicating a per capita expenditure much in excess of 
that for other towns and cities in the state. 3 Altho 
manufacturing establishments are entitled to a five 
year exemption from local taxation, dating from the 
time of their establishment, they are nevertheless forced 

1 Report of Water Company for year ending December 31, 1915, pp. 727-729. 

2 Statutes, i 2949a. 

a Annual Report of the Board of Education for the year ending August 31, 1915, 
p. 679. 
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to pay the 36 cent levy for school purposes, on the theory 
that the school tax is a state and not a local tax. 1 The 
exemption is in any case of doubtful efficacy in fulfilling 
its purpose and might as well be dropped. The city 
assessor states that the new companies are usually 
ignorant of these exemption privileges, while old ones 
have occasionally, after reorganization, attempted to 
evade the tax on a specious plea of " newness." 

Even the preceding cursory examination of municipal 
finances makes it clear that neither city nor county 
relies upon sources of revenue distinct from those taxed 
by the state or independent of each other. Instead of 
segregation of the sources of revenue there is substantial 
identity. Any radical or even moderate reform in the 
state tax system is therefore bound to affect most 
gravely the income of all municipal taxing units. Hence 
it has seemed necessary to preface the discussion of 
impending changes in the state tax laws by surveys of 
the local tax systems. 

II. Recommendations of Tax Commissions 
or 1908-09, 1912-14, and 1916 

Within less than ten years, three state commissions 
have studied the tax system of Kentucky and have 
made reports recommending changes in the existing 
laws. The Commission of 1908-09 suggested the classi- 
fication of property for purposes of taxation and urged 
further the segregation of state and local sources of 
revenue. Without adequate antecedent investigation 
the committee expressed the opinion that state revenues 
could be raised by " taxes on corporations, on franchises, 
on certain licenses, on bonds, money at interest, and 

1 Kentucky Digest, p. 1955, vol. iii (1911-14), § 191. The legislature has no author- 
ity to exempt property subject to state taxation from taxation for school purposes. 
City of Louisville v. Board of Education, 154 Ky. 31G and 157 S. W. 379. 



THE REVENUE SYSTEM OF KENTUCKY 177 

similar forms of personal property, in addition to the 
various forms of special taxes which in Kentucky are 
capable of considerable development." * It was thought 
that the cities could raise their revenues from real 
estate, from public utilities, from mercantile license 
taxes, and similar sources, an equitable arrangement 
being made for cities to contribute their share of the 
county expenses. Finally, " the counties would raise 
their revenues by direct tax on real estate and live 
stock and tangible forms of personalty, and the real 
estate and personalty so taxed would be taxed for no 
other purpose." Later investigation shows that these 
were very rash assumptions, based upon a reading of 
textbooks instead of an appraisal of the resources of the 
state. 

The Special Tax Commission of 191 2-14 2 which 
secured Professor Plehn as its expert adviser, made a 
valuable survey of the tax system of the state and sug- 
gested much needed reforms. Its report does not give 
expression to a preconceived preference for any partic- 
ular scheme of taxation. Formulated as it is with 
reference to conditions actually existent in Kentucky, 
it is significant that it lays special emphasis upon the 
correction of administrative defects, without proposing 
any radical segregation of the sources of state and local 
revenue. The changes recommended are in general 
eminently sound, and if they had been adopted, great 
improvements in the revenue system would unques- 
tionably have resulted. As it happened, only the pro- 
posal to classify property for purposes of taxation, a 
measure that had already been popularized by current 
discussion, met with immediate favor; and a constitu- 
tional amendment, permitting classification, was accord- 

1 Tax Revision, State of Kentucky, December, 1909, pp. 7, 8. 

2 Report of the Special Tax Commission, 1912-14. 
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ingly passed. 1 It was also proposed to expand the 
franchise taxes into a general corporation tax. 2 Marked 
emphasis, too, was laid upon the need of thoroness 
in the assessment of real estate and the desirability of 
raising all assessments to full value. 3 A general use of 
reliable maps, and quadrennial instead of annual assess- 
ments were urged. 4 Among the other admirable pro- 
posals that were rejected at the time was a plan to 
institute a permanent Central Tax Commission to 
assume the duties of the Board of Equalization and the 
ex officio Board of Valuation and Assessment, and to 
take over the assessing powers of the Railroad Com- 
mission. Another most fundamental change — one 
that there is little present hope of ever securing — was 
embodied in the proposal to organize a corps of expert 
assessors, appointed under civil service rules. 5 This last 
Utopian suggestion was patently inspired by the non- 
resident expert. To a Kentuckian it appears a most 
radical departure from traditional methods. Any 
attempt to supersede the elective assessors would be 
certain to meet with determined and unquestionably 
successful opposition. 

The third tax commission (officially known as the 
Kentucky Tax Commission) appointed by the governor 
in accordance with the provisions of a law passed by the 

1 The amendment provides that " the General Assembly shall have power to 
divide property into classes and to determine what class or classes shall be subject to 
local taxation " (by implication, therefore, the legislature may reserve certain classes of 
property exclusively for state taxation). The amendment permits a referendum either 
by legislative action or as the result of a call from the voters, but as to laws passed after 
January 1, 1917, a referendum is not necessary unless demanded in one of these two 
ways. Cf. Acts, Extraordinary Session, chap. 8, permitting a referendum on all acts 
classifying property for taxation, and providing a lower rate on personal property than 
on real estate, upon petition of voters equal in number to 5 per cent of those voting at 
last gubernatorial election. 

1 Report of the Special Tax Commission, 1912-14, p. 150, Subdiv. II. An Act Relat- 
ing to Revenue and Taxation; cf. also p. 10 of Report — Recommendations. 

3 Report of Special Tax Commission, 1912-14, p. 10. 

4 Ibid., pp. 142-154, Art. Ill, Subdiv. I and II; also cf. p. 9. 
4 Ibid., p. 138, § 5, Subdiv. Ill, Art. II; also p. 47. 
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Assembly of 1916, issued its report in December, 1916.' 
The report reiterated the demand for the creation of a 
permanent State Tax Commission to supersede the 
existing state boards and to supervise local tax officials. 
It proposed that equalization of assessments be made 
more effective by providing that an increase or decrease 
in the amounts demanded from the counties need not be 
distributed pro rata over all assessed property. It also 
suggested a plan for annual conferences of the local 
assessors at the state capitol, for the dissemination of 
advice to them, and for the assumption of supervision 
of their work by the proposed Tax Commission. 

With the sanction of the constitutional amendment 
permitting classification, the commission urged that 
certain classes of property, namely: farm implements 
and farm machinery, machinery, raw materials and 
other products in course of manufacture, money, notes, 
bonds, accounts, and other credits, be exempted from 
local taxation. At the same time, the commission 
recommended that the state rate on all classes of prop- 
erty save bank deposits, be reduced from 55 cents to 
40 cents per $100. It proposed to limit the tax on bank 
deposits to a state levy of 10 cents per $100, and to 
impose a mortgage recording tax of 25 cents per $100 on 
all mortgages having over three years to run. 

Tax Laws of 1917 

At the time that the Kentucky Tax Commission 
issued its report, the need for legislation of some sort was 
imperative, as the state deficit had attained the dignity 
of an institution, having gradually increased until it 
amounted to $3,131,726 (August, 1916). The yearly 
deficiency (between $600,000 and $700,000) has been 

1 Report of the Kentucky Tax Commission. 
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covered by the issue of warrants bearing 6 per cent 
interest, or latterly 5 per cent. In view of the emer- 
gency, a special session of the legislature (convened 
February 14, adjourned April 25, 1917) was called by 
the governor " to consider the subject of revenue and 
taxation exclusively." The legislature had to attempt 
the solution of a twofold problem. It had not only to 
undertake a reform of the general property tax in the 
interests of justice, but it had to discover methods of 
taxation that would produce an increase in the state 
revenue. It remains to be seen whether the emergency 
has been adequately met by the various tax acts that 
were passed in the course of the prolonged extraordinary 
session. At any rate, the Kentucky Tax Commission 
achieved very substantial success, for all its proposals 
were, with relatively minor changes, enacted into law. 
The first law, 1 creating a State Tax Commission was, 
with one important exception, practically a duplicate of 
the tentative draft contained in Appendix A of the 
Report of the Kentucky Tax Commission. The chief 
alteration relates to the composition of the new com- 
mission. It had been originally proposed that it should 
consist of three appointive members and the auditor 
ex officio. As finally passed, the law provides for only 
two appointive members, one from each of the dominant 
political parties. As the auditor is an elective official 
whose time can well be devoted to learning the duties of 
Ms office, the change is not a fortunate one. Happily 
the two commissioners are eligible for reappointment, 
after serving four years, and their offices are made 
unattractive to the politically ambitious by the proviso 
that, for four years following the surrender of office, a 
commissioner is ineligible for any elective state office. 

1 Acts, General Assembly, Kxtraordinary Session, 1917, chap. 1. Act creating a 
State Tax Commission. 
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Another change in the law that is not advantageous is 
the substitution of conferences of assessors within the 
several congressional districts for state- wide conferences. 

By far the most important change effected in the tax 
system by the new legislation is secured by the law re- 
ducing the state rate to 40 cents per $100, and exempt- 
ing from local taxation various classes of property, the 
exemptions being the same as specified in the proposals 
of the Kentucky Tax Commission. 1 It is expressly 
provided, however, that the local exemption of intan- 
gible personalty shall not be construed to include fran- 
chises of corporations or of the shares of stock of banks, 
trust companies, and domestic life insurance companies. 
But a change is made in methods of assessing and col- 
lecting taxes levied on banks and trust companies. 
Reports are hereafter to be made to local officers instead 
of to the state auditor, and these officials are to assess 
stock shares for state as well as local purposes. The 
banks will be required to report mortgage assignments 
to the Tax Commission, and a mortgage recording tax 
of 20 cents per $100 is imposed upon all mortgages 
having five years or more to run. 2 Variations from the 
general state rate of 40 cents are allowed in two 
instances: (1) the provision limiting the tax on bank 
deposits to 10 cents per $100, 3 and (2) the reduction of 
the state tax on live stock to 10 cents per $100, with 
the proviso that five stock shall remain subject to the 
usual local rate. 4 

One may concede unreservedly that a stride forward 
has been made by the imposition of a low rate tax on 

1 Acts, General Assembly, Extraordinary Session, 1917, chap. 11. 

1 The chairman of the Kentucky Tax Commission of 1916 expects this tax to yield 
from 8250,000 to $300,000. The entire revenue is to be credited to the sinking fund. 
For an estimate of the total amount of mortgages annually recorded in Kentucky, cf. 
p. 34, Taxation of Mortgages in Kentucky. Brief submitted to Legislative Tax Com- 
mission of 1916 for Louisville Real Estate Board. 

3 Acts, General Assembly, Extraordinary Session, 1917, chap. 4. 

« Ibid., chap. 10. 
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intangible personalty. Classification must be endorsed 
as a measure of justice to the over-taxed holder of 
securities, and as an incentive to officials to ferret out 
the large number who escape payment altogether. No 
doubt the plan as a whole is a crude means of reaching 
the recipients of funded incomes. But in the absence of 
any state income tax, and given the stupidities of the 
general property tax, uniform moderate taxes upon 
" rights to receive " have justification as transition 
measures. The ultimate goal of tax reform, no doubt a 
distant one, should be the abolition of this method of 
taxation; but not until all the states are prepared to 
levy general income taxes of a uniform sort will the 
need for taxing security holdings as such vanish. 

Altho approving the policy of placing a low rate tax 
on intangibles, the writer is somewhat sceptical regard- 
ing the revenue-producing efficacy of such taxes in 
Kentucky. The Special Tax Commission has averred 
that " the public at the hearings before this Commission 
made it very clear that they realized that there are in 
Kentucky vast sums invested in intangible personal 
property, such as foreign stocks and bonds, notes, mort- 
gages, and accounts, which are now wholly omitted 
from assessment." x The report is not accompanied by 
any reliable statistical estimates of the amount of the 
above classes of property that would be available for 
taxation; and in their absence, statements must be 
based on pure conjecture. The writer believes that it 
would be conservative to assume that, given a rate of 
40 cents, the amount of intangible personalty discovered 
and assessed could be trebled. 2 A serious deterrent to 

1 Report, Kentucky Tax Commission, p. 5, 

3 Personal interviews with officials and private citizens. Cf . also Brief in Behalf of 
Merchants and Manufacturers of Jefferson County, in which it is assumed that the 
reduction of the rate on intangible personalty will increase local assessments of this class 
of property about 300 per cent. The amount of evasion practised is certainly much 
greater than the above estimate would indicate in the case of bank deposits. Techni- 
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voluntary declaration, however, may result from the 
rigid uniformity of the 40 cent rate, which applies with 
minor exceptions to all classes of property. Whenever 
the state tax rate has to be raised — as in all probability 
it sometime may — will the increase affect all classes 
of property or will it be applied to realty and tangible 
personalty alone ? It is submitted that the uncertainty 
due to the absence of a stated policy may militate 
against the declaration of ownership of intangible 
securities. On the other hand, the tax payer is en- 
couraged to list his property by the remission of all 
penalties for a previous failure to make declaration. 

At present the assessed value of intangible personalty 
subject to taxation amounts in round numbers to $83,- 
000,000. With the substitution of a rate of 40 cents per 
.$100 for the present state and local rates, it is impor- 
tant to note the amount of additional property that must 
be listed to secure even as much revenue as under the 
existing system. Computed roughly on the basis of the 
total amount collected from the tax on general property 
(no deduction being allowed for commissions, delin- 
quencies, etc.), it would be necessary to increase the 
assessment base by a sum in excess of $420,000,000.! If 

cally, the extent of the evasion is not so serious as would appear from a comparison of 
the amounts returned for taxation with the amounts on deposit, as reported by the 
United States comptroller of the currency and the state banking commissioner, the 
reason being that outstanding checks may be deducted from statements of amounts on 
deposit. Hence, heavy drawing is customary the day before tax returns are to be made. 
Furthermore, so far as Louisville is concerned, considerable sums represent balances due 
other banks or deposits for persons living outside the city. For the state at large sub- 
stantially 10 per cent of recorded deposits are listed 'for taxation. The Louisville City 
Assessors' lists for taxation about 4 per cent. 

A certain amount of stock shares, previously tax exempt, become liable to the 40 
cent rate. Hitherto, individual stockholders have not been required to list their 
shares if any property of the corporations whose stock they hold has been taxed directly. 
Under the new law, exemption is only secured if at least one-fourth of the total property 
of the company concerned is taxable in Kentucky. Cf . chap, xi, §§ 2, 3, Acts, Extraor- 
dinary Session. 

1 The above computation is based upon returns for 1914-15. The total assessment 
base has been taken to include the equalized value of all property certified to the State 
Board of Equalization; the assessed value of railroad tangible property, and of railroad 
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deficits had to be covered or additional revenue secured 
— in case other taxes failed to produce their estimated 
quota, as is quite likely — further large increases in the 
assessment base would be necessary. The writer would 
be much surprised to learn that any such amounts of 
intangible personalty are available for taxation in Ken- 
tucky. It is a safe guess that a considerable part of the 
increase will have to come from other sources, primarily 
a rise in realty assessments. 

There is much evidence in the experience of other 
states to support the belief that a low rate tax on intan- 
gible personalty is by no means an infallible revenue 
producer. A mere decree of classification has no magic 
power to evoke more revenue. Even " vast sums," to 
quote the Special Tax Commission — and vast sums are 
not owned by Kentuckians — will not be lured out of 
hiding by a mere offer to reduce rates, if their owners 
previously escaped taxation entirely. Only a more 
vigorous, efficacious prosecution of tax delinquents will 
encourage declaration, even when the price of confession 
is reduced. One should beware of putting too much 
faith in the cooperation of the uncoerced taxpayer. 

The point just made needs emphasis, because it is 
believed that any real solution of the financial difficul- 
ties of Kentucky is conditioned upon the administrative 
efficiency of the newly created Tax Commission. If its 
members undertake a vigorous supervision of the activi- 
ties of the local assessors, it will be possible to increase 
considerably the assessments of intangible property. 
It remains to be seen whether the increase will more than 
cover the loss from the general reduction in the state 

franchises; miscellaneous franchises (estimated); bank, trust, and insurance company 
shares; and distilled spirits (estimated). 

As previously stated, the receipts from the general property tax, as reported by the 
Auditor in 1914-15, amounted to $5,321,539. The estimated amount due on the basis 
of total assessments, however, was $6,169,575. In computing the new assessment 
base, allowance has been made for this discrepancy. 
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rate, even if it accomplishes so much. But if the com- 
mission succeeds in obtaining a greater measure of 
uniformity in local assessment practices and is thereby 
enabled to raise the assessed values of realty and tan- 
gible personalty to figures approximating real values, it 
will have performed a valuable service for the state. 

Another question that remains to be answered in con- 
nection with the classification law concerns the effect 
upon municipal revenues of the withdrawal of taxes on 
intangible personalty, machinery, raw products, etc. 
Specifically put, what will be the effect upon Jefferson 
County, and upon the city of Louisville ? And where 
can they find substitutes for the taxes withdrawn ? If 
this city and county can adjust their finances to the 
change, it may reasonably be inferred that other local 
taxing units will be able to manage, as it is Louisville, 
and Jefferson County through Louisville, that will 
suffer the greatest absolute losses. 

The loss to Louisville, computed on the basis of 
assessments for 1915 will amount to about $370,000. 
The relief gained by the reduction in the state rate, 
would, however, make it possible to tax the remaining 
classes of property somewhat more heavily without 
placing any additional burden upon them. This addi- 
tional tax (estimated at about $285,000), subtracted 
from the total deficit, would leave a net loss of only 
$85,000. Probably the best means of meeting the loss 
would be an increase in the local property rate. Unfor- 
tunately at this point a difficulty is encountered. The 
maximum city rate is fixed at $1.50 per $100, exclusive 
of school taxes, and the city has reached that maximum. 
An amendment to the Constitution, raising or even 
removing the restrictive rate is very desirable. Given 
the inevitable delay and opposition to be encountered, 
increased revenues from general property could be 
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immediately secured by raising assessments on under- 
valued property. It has been suggested that Louisville 
and other municipalities might resort to business license 
taxes, based on gross receipts or some other arbitrary 
external estimates of ability to pay. Such a tax is easily 
collectible and of a type much in vogue in southern com- 
munities, which are afflicted with endless varieties of 
local license and occupation taxes. 

The loss to Jefferson County under the new regime, 
will scarcely exceed $60,000 or $70,000, and it will be 
more than offset by the reduction in the state rate. The 
low state rate on live stock may also cause the county 
assessor to discover a somewhat larger amount for local 
taxation, thereby effecting a further slight reduction 
in the local deficit. 

It was recognized by the advocates of the new type of 
state property tax, that even in its metamorphosed 
form, it would probably need to be supplemented by 
other kinds of taxation. The Kentucky Tax Commis- 
sion conceded that it might be advisable to increase the 
amount of some of the license taxes now existing and to 
impose certain additional license and special taxes. 
The result was that the legislature made provision for 
a variety of new license or excise taxes, in addition to 
providing for an increase of the corporation license tax 
from 30 cents to 50 cents per $1000 of authorized 
capitalization. 1 

A tax on the output of the oil wells 2 of the state 
initiated a significant departure from the present easy- 
going methods of taxing mineral and timber lands 
either on the basis of their value for agricultural pur- 
poses — which may be nil — or on the basis of some 
equally convenient arbitrary estimates of value. This 

1 Acts, General Assembly, Extraordinary Session, 1917, chap. 7. 
1 Ibid., ehap. 9. 



THE REVENUE SYSTEM OF KENTUCKY 187 

tax, levied in lieu of all other taxes on oil wells, is fixed 
at 1 per cent of the market value of the oil, 1 it being the 
duty of the State Tax Commission to determine what is 
a fair value. The output of the oil wells of the state has 
increased remarkably within recent months, and the 
latest figures published by the United States Geological 
Survey credit Kentucky with 1,200,000 barrels in 1916 
as against an output of only 437,274 in 1915. 2 The state 
geologist reports the daily pipe line output (May, 1917) 
to be about 7000 barrels, while he estimates the total 
output at somewhat less than 10,000 barrels. 3 Even 
with Kentucky oil now selling at $2.20 per barrel, the 
returns from an ad valorem tax of 1 per cent will be 
modest. It has to be remembered, however, that the 
development of this natural resource is only in its 
initial stages, and in future years it may come to yield 
abundant returns. 

The license taxes which have been mainly relied upon 
to produce immediate returns are certain excise taxes on 
distilled spirits 4 and fermented liquors, 5 and a per diem 
license tax on race track meets. 6 Under the existing 
abnormal conditions, the tax on distilled spirits amount- 
ing to 2 cents per gallon could be counted upon to yield 
between $600,000 and $700,000; while the tax of 10 
cents per barrel on beer would bring in about $100,000. 

1 An additional one-half per cent may be levied by the counties. 

2 United States Geological Survey. 

3 Letter, state geologist in response to inquiry. The coal output of Kentucky 
quadrupled during the fifteen-year period (1900-15), rising from 5,300,000 tons to 
21,300,000 tons. A bill making provision for a tonnage tax on coal mined was bitterly 
opposed during the late special legislative session, and finally failed of passage. No 
doubt similar proposals will be introduced at the next session. 

4 Acts, Extraordinary Session, 1917, chap. 5. On the basis of the number of gallons 
of [distilled spirits manufactured during the fiscal year, 1916, namely 33,254,000 
gallons, the new excise tax would produce $665,080. To show the instability of the tax 
from the point of view of revenue it may be said that it would have brought in only 
$278,820 in 1915. Report of the Commissioner of Internal Revenue, 1916. 

6 Acts, Extraordinary Session, 1917, chap. 6. 
« Ibid., chap. 3. 
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The tax on race tracks was expected to amount to 
$50,000. 

It is obvious that permanent reliance can never be 
placed upon revenues derived from taxes levied upon the 
brewing and distilling interests. The sharp increases 
that are likely to be incorporated into the impending 
federal tax bill will greatly curtail the output of distilled 
spirits, if indeed, the rates are not so heavy as to destroy 
the industry. In any case, the yield is highly uncertain, 
and whether in time of war or of peace is likely any day 
to be swept away by national or state-wide prohibition 
measures. 1 The same criticism holds of the per diem tax 
on race track meets. Opposition to this form of legal- 
ized gambling grows in intensity, and its eventual 
abolition is certain. Any forward-looking policy must 
therefore make provision for finding substitutes for 
these unstable revenues which ultimately — perhaps 
even immediately — will be withdrawn. 

Proposal for a General Corporation Tax 

One obvious (and in the writer's opinion, logical and 
desirable) method of increasing tax receipts would be 
an expansion of the present franchise taxes into a 
system of general corporation taxation. 2 It may be 
objected that, for purposes of corporate taxation, a dis- 
tinction ought to be made between public service com- 
panies and other corporations. Against this opinion 

• Written in June, 1917. 

2 It must be confessed that, in all likelihood, there is no legal authorization for levy- 
ing a corporation tax of the sort proposed, without further constitutional amendment. 
As § 172 of the Constitution (unrepealed) provides that all property shall be assessed at 
its fair cash value, there is no reason to suppose that classification has made it possible 
to levy taxes on other than an ad valorem basis. A constitutional amendment is not 
excessively difficult of passage, however, as it only requires a three-fifths vote of each 
house to enable an amendment to be submitted to a popular vote, and a majority of 
all votes cast for and against it, is sufficient to carry it. In any case, if constitutional 
obstacles could not be overcome, it would at least be possible to translate corporate 
incomes into expressions of capital value, as is done under the existing franchise taxes. 
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the writer would register a strong dissent. The income 
of the public service company ought to be controlled by 
regulatory laws, and then taxed, if at all, at ordinary 
rates. It is a poor policy that permits a public service 
corporation to secure excess income from the general 
public, which is to be taken away subsequently by the 
government, to the disburdening of the taxpayers alone. 
On the other hand, the time has not yet arrived when 
the users of public utilities can regard their interests as 
so identified with that of the whole body of taxpayers 
that rates can be reduced to a minimum consistent with 
adequate profits and the payment of no taxes. 

As Kentucky has now a diversified system of license 
taxes levied on businesses, occupations, and the like, it 
would be a move in the right direction gradually to 
supersede these haphazard payments by a unified sys- 
tem of taxes covering incorporated businesses in the 
first place, and in course of time, unincorporated under- 
takings as well. This might also, become a point of 
departure from which a comprehensive scheme of 
income taxation could be gradually evolved. At pres- 
ent, public opinion would scarcely sanction a state- 
wide income tax on individuals, and indeed it is doubtful 
if it would produce revenue enough to justify attempts 
at collection. 

Such a proposal may seem peculiarly inopportune 
at a time when the federal government is preparing to 
draw heavily upon the selfsame source. A similar 
objection, however, will lie against almost any sort of tax 
increase that a state government may devise at the 
present time. For the period of the war, problems of 
state finance are certain to be highly vexing. It can at 
least be urged in answer that the contemplated federal 
increases are emergency advances, and it is to be hoped 
that, when peace is restored, rates will be reduced to 
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normal. In any case, the fact remains that state needs 
have to be met, however heavy the federal impositions, 
and the cost must be defrayed out of current income, 
whether by direct taxation or by more insidious methods. 

So far as Kentucky is concerned, a tax of 4 per cent or 
even 6 per cent on corporate net incomes might well be 
welcomed, if it were coincident with exemption from 
taxes on intangible holdings such as accounts, bonds, 
and the like. The proposed tax would actually bring 
relief to the public service corporations, save in those 
cases where franchises have been egregiously under- 
valued. To take a hypothetical case: Company X, 
located in Louisville has a capital value of $550,000, of 
which $300,000 represents tangible property. The 
income of the company amounts to $38,500 (7 per 
cent). Under the existing law it would be taxed on its 
franchise, valued at $250,000, as follows: (1) 55 cents 
per $100 (state); (2) 29 cents per $100 (Jefferson 
County); (3) $1.85 per $100 (Louisville); a total of 
$2.69 per $100 or $6725. Similarly a tax of $2.69 would 
be levied on the $300,000 of tangible property, which 
would amount to $8070. The corporation would there- 
fore pay $14,795 in taxes to the state and municipalities 
concerned. If a tax of 4 per cent on net incomes were 
substituted in place of the franchise taxes, it would pay 
$1540 instead of $6725, and possibly reductions in state 
and local general property tax rates would also decrease 
the amount due from the tax on tangible property. 

Provision for a general corporation tax was embodied 
in a bill proposed by the Tax Commission of 1912-14, 
which was not, however, recommended for immediate 
passage. 1 This bill merely contemplated an extension of 
the present method of franchise taxation to other than 

1 Report, Special Tax Commission, 1912-14, p.156, Subdiv. Ill, Art. Ill of a Pro- 
posed Act Relating to Revenue and Taxation. 
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public service companies. As before, local taxing units 
were to be permitted to impose additional taxes upon 
the " intangible property " which was the basis of as- 
sessment. But if a general corporation tax should ever 
be levied, it would seem desirable to metamorphose the 
tax on capital value into a tax on net incomes, collected 
by the state, only tangible corporate property remaining 
subject to local impositions. 1 Such a tax, amounting to 
4, 5, or 6 per cent of income should be imposed upon all 
net returns, irrespective of whether they might be dis- 
tributed as dividends on stock or as interest on bonded 
indebtedness. 

On the basis of official statistics and of information 
obtained from reports filed in the office of the state 
auditor, an attempt has been made to ascertain the 
capital value and the probable income of corporations 
doing business in Kentucky, with a view to determining 
how much revenue a general corporation tax could 
reasonably be expected to produce. The capital value 
of the miscellaneous public service companies (i. e., all 
except railroads and interurban street railways) sub- 
ject to franchise taxes can be computed with some 
approach to accuracy on the basis of the returns made 
by these companies to the auditor's office. The capital 
value of these companies (June 30, 1915) was returned 
at approximately $34,000,000. 2 This result was ob- 

1 Seligman, Essays in Taxation, p. 274, says: " At present in the United States, 
apart from the jsituation in Wisconsin, no attempt is made to tax simultaneously both 
corporate property and corporate income. The nearest approach to the practice is the 
system in some states like Maryland, Pennsylvania, and New York of taxing the capita] 
stock and also the gross receipts of certain corporations." 

If, however, the corporation tax is regarded as a tax on the privilege of doing busi- 
ness as a corporation, there can be no technical objection to this procedure. 

The exemption of all but tangible property from local taxation would not cover 
unincorporated businesses, which would be taxed at the 40 cent rate on their bonds, 
notes, accounts, etc. Hence the advantage of exemption from the corporation income 
tax would very properly be minimized. 

2 These statistics have been computed from the franchise tax returns (miscellaneous 
corporations) filed in the auditor's office. A similar compilation for 1912 ia published 
in the Report of the Special Tax Commission, 1912-14. 
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tained by capitalizing net income at 6 per cent and then 
taking 80 per cent of the total. Assessments, therefore, 
on a 100 per cent basis would amount to $42,500,000. 

The capital value of the railroad property in Ken- 
tucky is highly problematical. Since the franchise 
values of the most important systems are now in litiga- 
tion, estimates can only be tentative. The assessed 
franchise values of the railroads for 1914 1 (inclusive of 
interurban electric railways and of the Louisville Rail- 
way Company) amounted to $113,647,000 of which 
$43,563,000 represented amounts in litigation. The as- 
sessment of tangible property by the Railroad Commis- 
sion was placed at $71,000,000. The total capital value, 
for purposes of taxation, was therefore $184,647,000. 

Estimates of the amount of capital controlled by 
other than public service corporations are more difficult 
of ascertainment. The license tax records on file in the 
auditor's office have been utilized to secure information. 
The law states that: " Domestic and foreign corpora- 
tions shall pay an annual license tax of 30 cents on each 
$1000 of that part of their authorized capital stock rep- 
resented by property owned and business transacted in 
this state, which shall be ascertained by finding the 
proportion that the property owned and business trans- 
acted in this state bears to the aggregate amount of 
property owned and business transacted in and out of 
this state. 2 Corporations doing an interstate business 
may, however, elect to pay upon their entire authorized 

1 The statistics for 1914 are taken because the Board of Valuation is a year 
behind in its work of assessment. Statistics secured August, 1916. 

J For the purpose of computing the amount of the tax, only authorized capital is 
considered. In one case, for example, a company with an authorized capital stock of 
$75,000, of which $60,000 had been issued, reported as follows: gross income, $9,116.83; 
gross income (Ky.), $4,345.44; value tangible property, $60,000; value in Kentucky, 
$14,723. The total gross earnings were added to the total value of the tangible property; 
likewise gross earnings in Kentucky were added to the value of the tangible property in 
Kentucky. The latter sum was found to be 27 per cent of the former, and 27 per cent 
of $75,000 or $20,250 was then given as the value of the capital stock for purposes of 
taxation in Kentucky. 
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capital stock, instead of reporting the details necessary 
for securing exemptions. Frequently foreign companies 
prefer to do this and domestic business corporations 
generally pay on their entire authorized capitalization, 
with the exception of a few that do considerable business 
outside the state. Hence the basis of assessment for 
domestic corporations closely approximates their total 
authorized capitals. 1 

An examination of over 4200 license tax returns indi- 
cates that domestic corporations (other than public 
service, banking and trust companies) have an author- 
ized capital stock of over $200,000,000. 2 Foreign com- 
panies return about $96,000,000 of authorized capital 
as taxable within the state (nearly one-third of this 
amount representing American Tobacco Company 
stock). 3 The bond issues of the companies concerned 
are, however, excluded from this computation. The 
classified returns of corporations subject to the federal 

1 Companies paying franchise taxes do not have to pay license taxes. But a holding 
company, such as the Louisville Traction Co., a New Jersey corporation, pays a license 
tax, altho the underlying company, whose stocks are the sole property of the New Jersey 
corporation, pays a fanchise tax. However, as the company owns no property in other 
states, stockholders are exempt from taxes on their shares. This is an unusual case; in 
general there is no duplication of this sort. A deduction has been made from the cal- 
culations of total authorized capital of " other corporations " of $15,500,000, to avoid 
including the capital of the Louisville Railway Co. twice, as it is listed among the rail- 
road assessments. 

The Central Home and Telephone Co. (Del.), also pays a license tax on a capital 
stock of $2,000,000, as a foreign holding company. 

§4085 (Ky. Statutes), as construed by the state courts, provides that when a cor- 
poration owns property in the state and uses it bona fide in its business, be it ever so 
insignificant a part of the whole property, payment of taxes thereon by the corporation 
exempts the stockholder from taxation of his shares. But this does not exempt the 
stockholder of a foreign holding company, which owns the stock of corporations owning 
property in the state and paying taxes thereon. Cf. Commonwealth v. Meier, 186 
S. W. 194. 

2 A limited number of foreign corporations, engaged in or about to engage in the 
exploitation of coal and oil properties, have all their holdings located within the state, 

3 $204,980,000 capital stock of domestic companies as estimated 

96,285,900 " u " foreign u 

Compiled from an examination of returns made to the auditor. There are, no doubt, 
inaccuracies, as no official compilations are available; but the totals are believed to be 
substantially correct. Statistics might have been obtained by capitalizing the tax 
returns on the basis of the license tax rate, were it not for that provision of the law 
requiring a minimum payment of $10.00. 
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income tax, given in the Report of the United States 
Commissioner of Internal Revenue for 1914, indicate 
that companies included in the groups subject to license 
taxation have a bonded debt amounting to about 40 per 
cent of their capital stock. Accepting this proportion, 
total capitalization would amount to $420,000,000. It 
is questionable whether it is safe to assume that author- 
ized capitalization even approximates the value of these 
businesses as going concerns. But in the absence of any 
other reliable estimates, it may be taken as an imperfect 
measure of actual value. The greater number of returns 
are for companies of small capitals. Of the records for 
more than 3500 domestic corporations over 2900 repre- 
sent companies with a capitalization of $50,000 or less. 1 
In the majority of cases, there is probably little incen- 
tive to overcapitalize and any such overcapitalized 
concerns would be likely to be more than offset by the 
undercapitalized ones. Corroborative evidence is af- 
forded by the statistics published in the Report of the 
Commissioner of Internal Revenue, previously cited. 
The net taxable income is over 9 per cent of the 
capital stock of companies composing the groups that 
would be subject to license taxes. 

To resume, it is estimated on the basis of the scanty 
official statistics available, that the public service com- 
panies control approximately $227,000,000 of capital; 
banks and trust companies $56,500,000; and all other 
corporations $420,000,000 — a total slightly in excess of 
$700,000,000, and equal to the amount which according 
to Professor Plehn would be necessary to effect a segre- 
gation of state and local sources of revenue. If the 

* Tbe companies having large capitals are preponderantly representative of the dis- 
tilling and tobacco manufacturing interests. However, a number of companies, both 
foreign and domestic, with large authorized capitals, control coal and oil lands. Many 
of these are obviously capitalized on expectations of profits to come, as the exploitation 
of the mineral resources of eastern Kentucky is only in its initial stages. 
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average income of these companies be assumed to be 
only 6 per cent, 1 the net income available for taxation 
under a general corporation tax would be $42,000,000. 
An attempt has been made to check these computa- 
tions by comparisons with the returns secured by the 
federal government. The value of such comparisons is, 
however, vitiated by the fact that the federal returns 
are allocated to the state in which the principal place of 
business of the corporation is situated, irrespective of 
the amount of business done there. 2 Returns are 
classified by groups in the Report of the Commissioner 
for 1914; namely: 

I. Financial and Commercial Corporations. 

II. Public Service Corporations. 

III. Industrial and Manufacturing Corporations. 

IV. Mercantile Corporations. 
V. Miscellaneous Corporations. 

Unfortunately, attempts at classification have since 
been discontinued. At the end of June, 1915, the federal 
returns from Kentucky corporations taxed on net in- 
comes (exclusive of interest) amounted to $343,000, 
representing a taxable income of $34,300,000. In 1916 
returns amounted to $411,000 on incomes of $41,100,- 
000. The computed total income of $42,000,000, in- 
cluding as it does interest on the bonded debt, is, 
therefore, considerably below the amount that could 
probably be discovered for taxation under an only 
fairly energetic administration of an income tax law. 

Discrepancies between the estimated capital values 
previously given, and the par value of outstanding stock 

1 This estimate of average profits is no doubt overmodest. Six per cent has been 
used, because it is the rate which was selected by the State Board of Valuation for 
computing capital values on the basis of income returns. At present the board is using 
a 7 per cent basis. 

8 Letter from office of Commissioner of Internal Revenue in response to inquiry 
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and bond issues are greatest in the case of public service 
companies. The total capitalization of this group of 
corporations, on the basis of the arbitrary 6 per cent 
rate of capitalization, amounted to $227,000,000 for 
purposes of state taxation, whereas the federal returns 
show capital stock of $196,300,000 and a bonded debt of 
$246,900,000, a total of $443,200,000.' The statistics 
for financial and commercial institutions are not 
entirely comparable but differences are inconsiderable. 
The estimated total capitalization of all other corpora- 
tions, $420,000,000, is almost $90,000,000 in excess of 
the totals given in the Report of the Commissioner, but 
differences in methods of allocating returns largely ex- 
plain the lack of correspondence. However, the net prof- 
its of the last named corporations subject to the federal 
income tax amounted to $22,907,335, in 1914 a sum ex- 
ceeding 9 per cent of the capital stock; whereas the 
returns computed by the writer on a 6 per cent basis for 
both stock and bonds only amount to $25,200,000. In 
any event, the estimates err on the side of conservative- 
ness, and a tax of 6 per cent levied on net incomes of all 
corporate businesses in Kentucky, could with a fair 
degree of certainty be counted upon to yield $2,500,000. 

Effect Upon Municipalities of Proposed Changes 

If the proposed extension of corporate taxation should 
ever become a reality, to what extent could the state 
emancipate itself from a too exclusive reliance upon the 
general property tax ? How seriously would the rev- 
enues of municipal taxing units be affected, if the state 
should retain for itself the proceeds of such a corpora- 
tion tax, in addition to the returns from the classes of 
property already reserved for exclusive state taxation ? 
Where, for example, could Jefferson County and the 

1 Report of Commissioner of Internal Revenue, 1914, p. 101. 
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city of Louisville find substitutes for the local taxes now 
levied on franchises, bank shares, and the like ? 

An attempt has been made to answer these questions, 
altho it is frankly conceded that the computations are 
based upon assumptions which may not consort with 
facts. But they serve at least to illustrate some of the 
methods that may be employed to test the practica- 
bility of tax reform proposals. Furthermore it is 
believed that the estimates are sufficiently within the 
limits of probability to demonstrate one important 
point: namely, that any measures designed to reduce 
state dependence upon the general property tax will 
burden the larger towns and cities to the relief of the 
rural districts. Within reasonable limits this is as it 
should be. In view of the backward and impoverished 
condition of many counties of Kentucky, additional 
state revenues ought to be taken from the wealthier 
sections for the benefit of all the people ; hence another 
strong argument in favor of a general corporation tax. 

It may be provisionally estimated that the limitation 
of the tax on intangible personalty to 40 cents per $100 
will mean a gain of about $540,000 to the state assum- 
ing that the amount of intangible personalty assessed 
will be trebled. The additional revenue from the cor- 
poration taxes, assuming they would yield $2,500,000, 
would amount to $1,714,000, a total of $2,250,000 in 
round numbers, a sum far from sufficient to replace the 
amounts at present received from the general property 
tax. 1 If the 40 cent rate on intangible personalty were 
maintained unaltered, it would at least be possible to 
reduce somewhat the state rate on tangible personalty 
and realty. Assuming that no larger returns are ex- 
pected than are now obtained from the assessments of 

1 A deduction of $785,000 has been made to allow for the returns received from the 
existing franchise and corporation license taxes, taxes on banks and trust companies, 
and domestic life insurance companies. (Report, Auditor, 1914-15.) 
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realty and tangible personalty (exclusive of franchise 
and bank taxes), the rate could be reduced to 30 cents. 
If stationary revenues from this source should not 
suffice, an additional $700,000, or a sum about equal to 
the present annual deficit, could be secured by imposing 
a rate of 38 cents. 

On the basis of these assumptions, the loss to Louis- 
ville would be considerable — a loss that would not be 
counterbalanced by the reduction in the state rate. 
The city controls a percentually large amount of prop- 
erty of the above classes, and the gain to the state 
through its reservation would be spread over the entire 
commonwealth for the benefit of communities that 
would otherwise scarcely be affected by the change. At 
the existing city rate of $1.85 per $100, a relinquish- 
ment of franchise and bank taxes would necessitate 
finding substitute revenues to the amount of $460,000 
or thereabouts. Such a loss, together with the reduction 
due to the withdrawals already suffered, previously 
estimated to amount to $370,000, would involve a total 
sum of about $830,000. On the other hand, a reduction 
of the state rate to 30 cents or 38 cents as the case might 
be, would enable local rates to be increased 25 cents and 
17 cents respectively without causing an increase in the 
total rates for state and city. On a reduced tax basis of 
$165,000,000! the additional revenues would amount to 
$412,500 or $280,500. 

1 Cf. Comptroller's Report, 1915. If franchises as well as intangible personalty, 
raw materials, machinery, etc., were withdrawn from local taxation, the assessment 
base would be reduced to 

$21,140,000 assessed value personalty 
61,350,000 " " land 

73,000,000 " " improvements 

9,500,000 " " railroad tangible property 



$164,990,000 " M property that would remain 

subject to city rate $1.85 per $100. 

.0025X165,000,000 =$412,500; 
.0017X165,000,000 =$280,500. 
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But Jefferson County has still to be considered. How 
would its receipts be affected, and to what extent would 
its taxpayers be further burdened by the changes pro- 
posed ? Total returns by the sheriff to the county 
treasurer amounted in 1914-15 to $732,870; but the 
amount collected was considerably in excess of the 
above sum, which is a net return, exclusive of the 
sheriff's commissions on collections. Allowance being 
made for these commissions, it is estimated that the 
withdrawal of the franchise and bank taxes, added to 
withdrawals under the recent state legislation, would 
force the county rate to be raised to 38 cents. For 
residents outside Louisville, much more than adequate 
compensation would be secured by the reduction in the 
state rate. For Louisville, the 9 cent increase would 
offset in part the relief gained by the reduction in the 
state rate. 

To recapitulate : the loss to Louisville from the with- 
drawal of the tax on intangible personalty, machinery, 
raw materials, etc., would be $370,000; the loss from 
franchise and bank taxes, $460,000. The rise in the 
county rate would necessitate raising additional 
county taxes within the city to the amount of about 
$150,000, 1 a total of about $980,000. On the other 
hand, the reduction of the state rate to 30 cents or 38 
cents would offset this increase to the amount of $412,- 
500, and $280,500 respectively, leaving a net of loss of 
$567,500 or $699,500. As the total income from the 
general property tax only amounted to $3,451,700 

1 The local county assessments for the city districts amounted (1915) to $157,974,- 
000 (exclusive of classes of property hereafter exempt from local taxation). These 
assessments are also exclusive of franchise and bank assessments. If to this be. added 
the value of railroad tangible property certified at $9,500,000, a total assessment base of 
$167,474,000 is obtained. (No data for computing assessable value of distilled spirits 
within city limits.) The city assessor's office \ises a somewhat lower assessment base 
for the above properties. For purposes of the county tax, the county valuation would 
of course hold. 

.0009X167,474,000 = $150,726.60. 



200 QUARTERLY JOURNAL OF ECONOMICS 

(1914-15), an attempt to secure this additional sum by 
direct taxation would raise the already high rate on 
realty and tangible personalty to a rather forbidding 
figure. 

The obvious remedy for this situation would be the 
redistribution to Louisville and other municipalities, 
deprived of their customary revenues, of some part of 
the proceeds of the corporation taxes. If two-thirds of 
the returns from private business corporations were 
reapportioned, the state might lose roughly 40 per cent 
of its income from the general corporation tax, or about 
$1,000,000. Presumably, a large proportion of this 
total sum would go to Louisville, if distribution were 
to be made on the basis of the location of the property. 
According to the census of 1910, Louisville is credited 
with $101,000,000 of manufactured products out of a 
total of $223,700,000 (or 45 per cent of the total). If 
only 40 per cent of the tax on private business were 
returned to Louisville, it would receive $400,000. After 
all adjustments, following from the consequently higher 
state rate, had been made, the net additional burden 
would approximate $480,000.' It might be met in part 

1 The computations given above are based on the assumption that the 40 cent tax 
on intangible personalty alone would yield $1,000,000, and that the proposed corpora- 
tion income tax would amount to $2,500,000, of which $1,000,000 would be returned to 
the localities. Under these conditions what is the tax rate which will produce the 
amount of revenue obtained from the existing genera] property tax at a rate of 55 cents 
in addition to replacing the omitted corporation license taxes, and covering a possible 
deficit of $700,000 ? $985,141,000 (assessment base for 1915 exclusive of franchise and 
bank share valuations); $902,141,000 (ibid., with a further deduction of the assessed 
value of intangible personalty); $667,000 (returns from franchise and bank taxes; 
cf. Auditor's report, 1914-15); $119,000 (returns from corporation license tax). 

$985,141,000 X. 0055 +$667,000 +$119,000 +$700,000 = 902, 141,000x +$1,000.- 
000 +$2,500,000 -1,000,000; x = .00488 (.0049). 

The assessment base for the general property tax exclusive of franchise and bank share 
valuations can be stated with a fair degree of accuracy. The assessment base for intan- 
gible personalty is likewise obtainable (the actual returns from this source are not 
available, as they are not listed separately). The assessment base for franchise and 
bank taxes, however, can only be estimated with considerable allowance for error. 
Therefore in the above computations as well as in similar preceding ones, the net returns 
reported by the auditor from these tax levies have been utilized in place of estimates 
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simply by increasing the assessed values of realty in 
certain districts which are now especially favored; but 
in the end a rise in the general property rate would seem 
to be inevitable. In any case, however faulty the above 
estimates, it is believed that they suffice to show that 
the deficit would be small enough to be handled with 
relative ease. 

If a plan of taxation similar to the one outlined, 
should be adopted, it would have the merit of achieving 
at least a step in the direction of a comprehensive form 
of income tax. It would immediately provide additional 
funds from new taxes, while securing elasticity through 
the retention of the general property tax. In the cor- 
poration taxes, the state would control a source of 
revenue that would grow with an increase in economic 
prosperity, and as has been shown, the losses sustained 
by the municipalities could be mitigated by a judicious 
redistribution of part of the taxes collected. 

Kentucky might well follow the admirable example 
set by Connecticut and West Virginia in relying upon 
returns made to the federal government for securing 
information upon which to base assessments of corporate 
incomes. It would be unfortunate to establish an inde- 
pendent system of income taxation, as in Wisconsin, or 
a hybrid form of income tax, as in Massachusetts, with- 
out an attempt at the coordination of state and federal 
systems. It is much to be hoped that eventually all 
particularistic forms of income taxation will give place 
to supertaxes levied by the states as percentages of the 
rates imposed by the federal government. Altho this is 
a consummation to be wished for, it will necessitate 

of the total amounts due. The error in the final result is slight, and, in any case, 
unavoidable. 

On a city assessment base of $165,000,000 (reduced by withdrawals), a G cent addi- 
tion to local rates, counterbalancing the reduction in the state rate, would yield $99,900 
(approximately $100,000). This sum, together with $400,000 to be returned from the 
proceeds of the corporation tax, would reduce the loss to Louisville from $980,000 to 
about $480,000. 
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some definition of the limits of state taxation of in- 
comes. Otherwise, the federal government may in the 
future find a normally elastic source of revenue so 
heavily burdened with state taxes as seriously to 
hamper its own activities. 

III. Conclusion 

The inequalities and injustices arising from an imper- 
fect tax system may be great and glaring, but they are 
of lesser weight than the evils of unscientific methods 
of appropriation and careless distribution of revenue. 
Yet the state must and should look forward to a rapid 
increase in budgetary requirements, not only because 
of a general increase in governmental expenses but 
through an enlargement of its sphere of activity and an 
assumption of lines of work previously delegated to the 
municipal authorities. 

It must be confessed that an advocate of centraliza- 
tion is likely to be appalled by the knowledge that Ken- 
tucky already spends nearly 50 per cent of its annual 
receipts in subsidizing the public schools of the state. 
Indeed, but for these heavy payments, the question of 
revenue reform might not be vexing the people at the 
present moment. Given the low standard of instruction 
and the high percentage of illiteracy, the plea for more 
centralization may seem ill-advised. But the poor 
results are in all likelihood due to the imperfect cen- 
tralization of the educational system of the state and 
to unwise methods of subsidy distribution. They are 
not necessarily illustrative of the folly of state aid. 

The superintendent of public instruction in his 
Biennial Report for 1914-15 makes an able plea for a 
change in the methods of distributing the state fund. 1 
At present apportionment is on a per capita basis. A 

1 Kentucky School Report, 1914-15, p. xxxvii. 
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county, no matter how backward, no matter how lax in 
enforcing the compulsory attendance law, gets its quota 
of the school fund, computed according to the number of 
children of school age within its limits. In practice, 
distribution is automatic, as very little effective pres- 
sure can be brought to bear upon the county super- 
intendents, elective officials, who merely pass a pro forma 
qualifying examination. 

Subsidies should only be given to those localities that 
are willing to maintain standards of efficiency set up by 
the state authorities. Disbursements on the basis of 
amounts raised and expended locally for schools would 
prevent less public spirited communities from throwing 
the burden of school maintenance too largely upon the 
state. But on the other hand it would prevent the state 
from granting needed assistance to the very poor sec- 
tions. No automatic method of distribution can ever be 
devised that will be entirely satisfactory. Until Ken- 
tucky and other states can secure executive heads whose 
judgment and good faith can be relied upon to distribute 
funds wherever needed with a minimum of demoraliza- 
tion to the recipients, such funds will continue to be 
more or less ineffectively apportioned. The unattain- 
able ideal would be to have all school levies paid into a 
general fund to be distributed on the basis of numbers 
needing instruction. It is intolerable that the poverty 
or affluence of a restricted district should affect the 
character of the instruction offered to the children who 
happen to have either the good luck or the ill fortune to 
live there. Of course, the same thing holds true for the 
country at large. But it is a far cry from the exclu- 
sive county, district, or city school system to the 
nationalization of educational facilities. 

In another field, heretofore left entirely to county 
supervision, the state is now recognizing its obligations. 
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The wretched roads, sometimes the lack of roads, have 
made large parts of the state difficult of access. Un- 
doubtedly the development of Kentucky's natural 
resources has been retarded in consequence, and the 
farmer has had a part of his legitimate profits absorbed 
by transportation costs. A state department of roads 
was organized in 1914 and a fund for road building 
secured through the passage of a law providing for a 
special road tax of 5 cents per $100. The law fortu- 
nately does not make the mistake of granting indiscrimi- 
nate subsidies, as the department may refuse aid to 
counties whose road plans seem ill-advised or inade- 
quate. Apportionment is based on the amount of local 
expenditures, with the provision that no county is to 
receive more than 2 per cent of the total sum disbursed 
annually. The law further empowers the counties to 
vote bond issues for road improvement, one-half the 
cost to be assumed by the state. Several counties have 
already taken advantage of this law. This method of 
subsidization gives most to the counties that have the 
largest budget, Jefferson County, for example, receiving 
one of the most substantial appropriations. Moreover, 
it puts a heavy emphasis upon the county as a unit for 
road-building purposes. The intent is to encourage the 
upbuilding of a system of roads that will connect the 
one hundred and twenty county seats of the common- 
wealth. It would, of course, be much better to build 
highways without reference to county seats and endless 
county lines. However, the educational value of making 
state aid contingent upon compliance with certain 
standards of excellence is of more value than the 
financial assistance rendered. 

Other examples of the extension of the formerly 
limited functions of state administration need only be 
mentioned. There has been a rapid increase in the 
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number of state supervisory offices and departments, 
such, for instance, as the office of Bank Commissioner; 
the Insurance Board; the Compensation Board (to 
administer the new workmen's compensation law) ; the 
Board of Control which supervises the management 
and controls the expenditures of the three state insane 
asylums and the Institute for the Feeble-minded. And 
now a Board of Tax Commissioners has been added to 
the rapidly lengthening list. 

Any change in the direction of greater state cen- 
tralization aids the movement toward greater uniform- 
ity in governmental activities. Tax reforms within a 
state ought to be of a character to strengthen the cen- 
tral administrative authority and to increase the super- 
visory functions of state officials. And these reforms 
ought to be directed toward greater uniformity among 
the states, to the end of reaching nation-wide uniform- 
ity. No single instrument is a more potent means to the 
attainment of this end than the taxing power. It must 
be conceded, however, that any move in the direction of 
greater centralization of power is necessarily dangerous 
so long as numerous elective officials are depended upon 
to administer the tax laws, and so long as appointive 
positions, important and petty, remain party spoils. 
No system, however admirable in theory, will ever 
meet the needs of Kentucky or any other state until its 
citizens have developed an effective sentiment in favor 
of civil service reform. 

Anna Youngman. 
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